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FRIDAY, APRIL 12, 1957 


Untrep States SENATE, 
SUBCOMMITTEE ON REORGANIZATION OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 


The subcommittee met, pursuant to call, at 10 o’clock a. m., in room 
357, Senate Office Building, Senator Hubert H. Humphrey (chairman 
of the subcommittee) presiding. 

Present: Senator Hubert H. Humphrey, Democrat, Minnesota; 
Senator Strom Thurmond, Democrat, South Carolina; Senator Mar- 
garet Chase Smith, Republican, Maine. 

Also present: Senator John F. Kennedy, Democrat, Massachusetts ; 
Walter 7. Reynolds, chief clerk, Committee on Government Opera- 
tions; Miles Scull, Jr., professional staff member; Glenn K. Shriver, 
professional staff member ; Mrs. Kathryn M. Keeney, clerical assistant. 

Senator Humpenrey. The subcommittee will come to order. 

We are going to begin hearings this morning upon S. 434, a bill to 
provide for the stating of appropriations on an annual accrued ex- 
penditure basis. 

This bill is cosponsored by my distinguished colleagues, Senator 
Kennedy, of Massachusetts ; arte Payne, of Maine; Senator Byrd, 
of Virginia; and 47 other Members of the Senate from both sides of 
the aisle, including myself. 

We will also consider S. 316, which likewise provides for stating 
appropriations on an accrued expenditure basis, introduced by the 
distinguished Senator from Maine, Senator Margaret Chase Smith, 
jointly with Senator Kennedy and Senator Payne. 

These bills, which implement the Hoover Comnutilactiats recommen- 
dations for improved fiscal controls, are designed to (1) improve 
financial management within the executive branch of the Government; 
and (2) strengthen the control of Congress over expenditures by the 
executive agencies. 

Their objectives are endorsed by the three highest financial officers 
of the Government: the Secretary of the Treasury, the Director of 
the Bureau of the Budget, and the Comptroller General of the United 
States. Moreover, the President of the United States has urged ap- 
propriate legislation in this field. 

In essence, these bills would require that the executive agencies of 
the Government present their budget estimates to the Congress for 
each fiscal year on an annual accrued expenditure basis. If the stating 
of appropriations is converted to an annual expenditure basis, the 
Congress would appropriate for each fiscal year upon estimates of 
expenditures actually to be made or to be accrued during that fiscal 
year only. 
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It is recognized that if appropriations are to be stated on this basis, 
authority will have to be granted by the Congress for the forward 
lanning of long-lead-time programs beyond the current fiscal year. 
t connection with this, the subcommittee is aware of the existing limi- 
tation upon the authority of the Appropriations Committee to include 
contract authorizations in appropriation bills. 

Senator Kennedy, cosponsor with Senator Payne of S. 434, has intro- 
duced an amendment which is designed to provide the necessary 
authority for the inclusion of contract authorization in appropriation 
bills for the advanced planning of long-lead-time programs. We will 
hear from Senator Kennedy on this amendment in a few moments. 

Before we proceed, I would like to insert into the record a copy of 
S. 316, S. 434, the amendment to S. 434, and staff memorandum No. 
85-1-6-SR, prepared by the staff of the Subcommittee on Reorgan- 
ization, which analyzes these bills. 

(S. 316, S. 434, the amendment to S. 434, and the staff memorandum 


are as follows :) 
[S. 316, 85th Cong., 1st sess.] 


A BILL To provide for stating appropriations on an accrued expenditure basis 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 201 of the Budget and Account- 
ing Act, 1921, as amended (31 U. S. C. 11) is further amended by adding the 
following new subsections : 

“(b) The amount of proposed appropriations referred to in sections 201 (a) 
and 203 of this Act shall, to the maximum extent deemed desirable and practi- 
cable by the President, be determined on an annual accrued expenditure basis. 

“ «Annual accrued expenditures’ shall relate to goods and services to be received 
in a fiscal year, advance payments, progress payments, and such other payments 
as are authorized by law to be made in such fiscal year. 

“This subsection shall not apply to appropriations made specifically for the 
payment of claims certified by the Comptroller General and of judgments ; appro- 
priations for the refund of Federal taxes and of other moneys erroneously 
received and covered into the Treasury of the United States; appropriations 
made by private relief Acts of Congress; appropriations for the payment of inter- 
est on trust funds; revolving funds or appropriations thereto; appropriations for 
the payment to former members of the Armed Forces, their dependents and bene- 
ficiaries, of any benefits to which they are entitled by reason of military service; 
appropriations for the payment of pensions and annuities; appropriations for the 
payment of any obligation of the United States for which liability is fixed by 
treaty; and other appropriations or funds analogous to the foregoing. 

““(c) The conversion to the use of annual accrued expenditures for stating 
proposed appropriations in accordance with section 201 (b) of this Act shall be 
accomplished in such manner and at such times as may be determined by the 
President. 

“(d) As of the end of each fiscal year, the excess of any appropriation or fund 
made on an annual accrued expenditure basis over the accrued expenditures under 
such appropriation or fund shall lapse, unless hereafter provided otherwise in 
an appropriation Act or other law. Any remaining balances of each such appro- 
priation or fund shall be merged with any appropriation or fund made for the 
same general purpose for the ensuing fiscal year and shall constitute a single 
account.” 


[S. 434, 85th Cong., 1st sess.] 


A BILL To provide for improved methods of stating budget estimates and estimates for 
deficiency and supplemental appropriations 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 201 of the Budget and Accounting 
Act, 1921, as amended, is further amended by adding the following new sub- 
sections : 

“(b) It is the sense of the Congress that revisions in presentation of budget 
estimates and estimates for deficiency and supplemental appropriations are essen- 
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tial in order to provide a more informative basis for the enactment of appropria- 
tions by the Congress, to reduce or eliminate the large carryover balances of appro- 
priations from one fiscal year to another, and to bring about economy in Govern- 
ment expenditures. It is therefore the policy of the Congress that estimates 
for proposed appropriations will be determined on an annual accrued expendi- 
ture basis. 

“(c) The amount of proposed appropriations referred to in sections 201 (a) 
and 203 of this Act shall, to the maximum extent deemed desirable and prac- 
ticable by the President, be determined on an annual accrued expenditure basis. 

‘Annual accrued expenditures’ shall relate to goods and services to be re- 
ceived in a fiscal year, advance payments, progress payments, and such other 
payments as are authorized by law to be made in such fiscal year. 

“This subsection shall not apply to appropriations for the payment of claims 
certified by the Comptroller General and of judgments; appropriations for the 
refund of Federal taxes and of other moneys erroneously received and covered 
into the Treasury of the United States; appropriations for private relief; ap- 
propriations for the payment of interest on trust funds; appropriations to pro- 
vide or increase revolving funds; appropriations for the payment to former 
members of the Armed Forces, their dependents and benficiaries, of any benefits 
to which they are entitled by reason of military service; appropriations for the 
payment of pensions and annuities; appropriations for the payment of any obli- 
gation of the United States for which liability is fixed by treaty; and other ap- 
propriations or funds analogous to the foregoing. 

“(d) The conversion to the use of the annual accrued expenditures method 
for stating proposed appropriations in accordance with section 201 (c) of this 
Act shall be accomplished in such manner and at such times as may be deter- 
mined by the President. 

“(e) As of the end of each fiscal year, the excess of any appropriation or 
fund made on an annual accrued expenditure basis over the accrued expendi- 
tures under such appropriation or fund shall lapse, unless hereafter provided 
otherwise in an appropriation Act or other law. Any remaining balances of each 
such appropriation or fund shall be merged with any appropriation or fund 
made for the same general purpose for the ensuing fiscal year and shall consti- 
tute a single account.” 


{S. 434, 85th Cong., 1st sess.] 


Amendment intended to be proposed by Mr. KeNnepy to the bill (S. 484) to 
provide for improved methods of stating budget estimates and estimates for 
deficiency and supplemental appropriations, viz: Add a new section, as 
follows: 


Sec. 2. (a) Whenever an appropriation bill or an amendment thereto pro- 
vides for an appropriation in terms of annual accrued expenditures, or specifies 
that an appropriation therein is based upon annual accrued expenditures, it 
shall be in order to provide in any such appropriation bill or in any amendment 
thereto the authority to enter into contracts for the purposes of such appro- 
priation in an amount in addition to the amount of such appropriation. 

(b) The provisions of subsection (a) of this section are enacted by the Con- 
gress— 

(1) as an exercise of the rulemaking power of the Senate and the House 
of Representatives, respectively, and as such they shall be considered as 
part of the rules of each House, respectively, or of that House to which 
they specifically apply; and such rules shall supersede other rules only to 
the extent that they are inconsistent therewith ; and 

(2) with full recognition of the constitutional right of either House to 
change such rules (so far as relating to the procedure in such House) at 
any time, in the same manner and to the same extent as in the case of any 
other rule of such House. 
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SUBCOMMITTEE ON REORGANIZATION, 
SENATE COMMITTEE ON GOVERNMENT OPERATION, 
February 20, 1957. 


STAFF MEMORANDUM No. 85-1-6SR 


To: Members, Subcommittee on Reorganization. 

From: Miles Scull, Jr., Professional Staff Member. 

Subject: S. 434, a bill to provide for improved methods of stating budget esti- 
mates and estimates for deficiency and supplemental appropriations. 


S. 4384 was introduced January 9, 1957, by Senator Kennedy for himself, Sen- 
ator Payne, Senator Byrd, and 47 other Members of the Senate as indicated on 
the attached copy. 

A similar bill, S. 316, to provide for stating appropriations on an accrued ex- 
penditure basis, was introduced on January 7, 1957, by Senator Smith, of Maine, 
for herself and Senator Byrd and Senator Kennedy. 


HEARINGS 


Chairman Humphrey of the Subcommittee on Reorganization has scheduled a 
hearing on these bills for March 12, 1957.* Witnesses expected to testify include 
the Secretary of the Treasury, the Comptroller General of the United States, the 
Director of the Bureau of the Budget, and the Comptroller of the Departmen: of 
Defense. 

OBJECTIVES 


These bills would require that the executive agencies of the Government pre- 
sent their budget estimates to the Congress for each fiscal year on an annual 
accrued expenditure basis. This would directly implement the objectives of the 
second Hoover Commission, which recommended : 

“That the executive budget and congressional appropriations be in terms of 
estimated annual accrued expenditures, namely, charges for the cost of goods and 
services estimated to be received.” (Recommendation No. 7, Hoover Commission 
Budget and Accounting Report, June 1955, p. 25.) 

The word “objectives” is used because these bills provide that budget estimates 
Shall be determined on an annual accrued expenditure basis. They do not pro- 
vide that congressional appropriations shall be expressed in such terms, although 
the implication follows that if budget estimates are prepared on an annual ex- 
penditure basis, congressional appropriations would be made upon that basis. 
The last sentence of the new proposed subsection (b) (to sec. 201 of the Budget 
and Accounting Act of 1921), lines 8 to 10, page 2 of S. 434, reads: 

“It is therefore the policy of the Congress that estimates for proposed appro- 
priations will be determined on an annual accrued expenditure basis.”’ [Italic 
added. } 

Appendix A: For the information of members of the subcommittee, the second 
Hoover Commission’s conclusions upon which recommendation No. 7 is based, 
entitled “Annual Accrued Expenditure Budget” (pp. 22-25 of the Budget and 
Accounting Report) are attached to this memorandum as appendix A. 

Appendix B: Also attached, as appendix B, is a detailed analysis prepared by 
the Comptroller General of the United States of the provisions of 8. 484, detailing 
the improvements in financial management which the General Accounting Office 
believes would accrue from enactment of this legislation into law. Letter to 
Senator John L. McClellan, February 12, 1957. 

Appendix C: Also attached, as appendix ©, is a formal opinion of the Comp- 
troller General of the United States relating to the impact S. 434 would have 
upon the authority of the President to submit requests for authorizations to 
create obligations in advance of appropriations, i. e., contract authority, letter 
to Senator John L. McClellan, February 12, 1957. 


SECTION-BY-SECTION ANALYSIS OF 8. 434 


Subsection (b), page 2: This is policy declaration by the Congress, based upon 
the reasons given therein, that estimates for proposed appropriations should be 
determined on an annual accrued expenditure basis. 

Subsection (c), page 2: This requires that proposed appropriations of execu- 
tive agencies, provided for by the Budget and Accounting Act of 1921, shall, 
“to the maximum extent deemed desirable and practicable by the President,” 
be determined on an annual accrued-expenditure basis. 


*Changed subsequently to April 12, 1957. 
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The second paragraph of subsection (c), page 2, defines “annual accrued 
expenditures” as “goods and services to be received in a fiscal year, advanced 
payments, progress payments, and such other payments as are authorized by 
law to be made in such fiscal year.” 

The third paragraph of subsection (c) exempts certain appropriations— 
such as, for the payment of claims, to provide for or increase revolving funds, 
for obligations for which liability is fixed by treaties, etc., from the provisions 
of S. 434. 

Subsection (d), page 3. This provides that conversion by the executive branch 
to the stating of budget estimates on an annual accrued expenditure basis “shall 
be accomplished in such manner and at such times as may be determined by 
the President.” 

Subsection (e), page 3: This provides that at the end of each fiscal year un- 
expended appropriations or funds made on an annual accrued expenditure basis 
shall lapse, unless “hereafter provided otherwise in an appropriation act or 
other law.” The subsection also provides that such remaining balances shall 
be merged as a single account with any appropriation or fund made for the 
same general purpose for the ensuing fiscal year. 

This is to enable agencies to meet their accounts payable for which, in certain 
instances, they may not be billed until after the expiration of a fiscal year 
during which time such appropriations were available for obligation purposes. 


HISTORY OF LEGISLATION IN 84TH CONGRESS 


As members of the subcommittee may recall, the Senate on June 20 (last) 
unanimously approved 8. 3897 (Public Law 8638, 84th Cong.), which contained 
the identical objectives of S. 484 and S. 316. However, the section relating to 
budget estimates was stricken in conference when it became obvious because 
ot the objections of the House of Representatives that S. 3897, which also imple- 
mented other important Hoover Commission budgeting and accounting recom- 
mendations, could not be enacted into law with the budget estimates provision 
in it. 

The House conferees’ objections were not stated, except in general terms. 
The clearest interpretation of the position of the House Appropriations Com- 
mittee to the budget estimates proposal is contained in that committee’s report 
on the supplemental appropriation bill of 1957, 84th Congress, 2d session, House 
Report No. 2638, pages 40-41, which reads in part: 

“Appropriations, under the accrued expenditure system, would be in effect 
limitations on annual expenditures. The contention that money can be saved 
by a combination of such appropriations and contract authority is a snare and 
a delusion. If, for example, an aircraft carrier is approved for construction 
under a contract authorization of $200 million (and assuming it is constructed 
with the $200 million), total appropriations must and will be $200 million. The 
fact that under contract authority the appropriation may be only $5 million 
in the first year in no way alters the inevitable. Under the present one-time 
total appropriations system, the Congress makes available the total funds 
required, enabling the executive branch to plan its operations more systemati- 
cally and in a proper businesslike manner. The Congress, however, reserves 
to itself its privilege of review with the attendant right and ability to rescind 
appropriations for those projects or programs no longer desirable or necessary.” 

At hearings on S. 3897 by the Subcommittee on Reorganization on June 5, 
6, 1956, the provision for stating budget estimates on an expenditure basis 
received the strongest endorsement of the Secretary of the Treasury, the Comp- 
troller General of the United States, and the Director of the Bureau of the 
Budget—the three highest financial officers of the Government—as well as the 
general approval of the Department of Defense, subject to a restating of execu- 
tive authority to contract in advance for long-lead-time programs, which author- 
ity presently exists. 

In addition, the President on three separate occasions, the last in his message 
to the Congress accompanying the budget for fiscal 1958, January 16, 1957, has 
recommended the stating of Government appropriations on an accrued expendi- 
ture basis. 

CONCLUSIONS 


In summary, S. 434 is designed to place the entire governmental financial 
structure, with the exception of those appropriations exempted, on an annual 
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accrued expenditure basis. The bill is not a mandate to the President but a 
granting of authority which he has repeatedly requested. 

It is emphasized that subsection (c) gives to the President the widest latitude 
to determine whether conversion to an annual expenditure basis is either prac- 
ticable or desirable. Moreover, subsection (d) gives the President unlimited 
no to determine in what manner and at what time such changes should be 
made. 

If the President is granted this authority, the executive agencies, at the Chief 
Executive’s discretion, would present their budget estimates for a fiscal year, 
and their justification for the new money to be spent, on the basis of that fiscal 
year only. 

If carried the full circle, the Appropriations Committees would appropriate 
for each fiscal year upon budget estimates of expenditures actually to be made 
or to be accrued during that fiscal year only—not upon expenditures to be made 
in future fiscal years as presently occurs under the present “obligation” budget 
system. 

As indicated in appendix C to this memorandum (letter to Senator John L, 
McClellan from the Comptroller General of the United States, February 12, 1957), 
it is the considered opinion of the Comptroller General that the stating of appro- 
priation estimates on an annual accrued expenditure basis does not affect exist- 
ing authority of the executive agencies to request contract authorization for 
long-lead-time programs. The Comptroller General’s letter states: 

“It thus is our considered opinion that the provisions of S. 434 in no way limit 
the authority of the Appropriations Committees to include contract authority in 
the appropriation bills. It also is our opinion that in view of very different 
circumstances attendant to many of the long-lead-time programs of the Govern- 
ment, the necessity for and extent of forward planning authorizations should 
be determined in each individual case by the Congress rather than by definitive 
procedures incorporated in this legislation.” 

It also might be pointed out that the Hoover Commission made clear in its 
report that when appropriations for long-lead-time programs are stated on an 
annual accrued expenditure basis it will be necessary for the Congress to give 
the executive agencies contracting authority in terms of the dollar amount 
required for orderly forward contracting beyond the budget year. 

The Comptoller General in his report (appendix B) points out that the annual 
budget surplus or deficit is measured by the difference between annual receipts 
and expenditures. By establishing a direct correlation between appropriations 
and expenditures through the enactment of S. 434, in the opinion of the Comp- 
troller General, the Congress provides not only itself but the Chief Executive as 
well, with a much greater opportunity to control the level of governmental opera- 
tions during a fiscal year. 

Moreover, full implementation of this proposed legislation would greatly 
reduce or eventually eliminate the seventy-odd billion dollars in unexpended 
carryover balances of appropriations now available for expenditure at the dis- 
cretion of the executive agencies, with little or no control by the Congress. 

Approved : 

WALTER L. Reynotps, Staff Director. 


APPENDIX A 
THE HoovER COMMISSION’s CONCLUSIONS 


ANNUAL ACCRUED EXPENDITURE BUDGET 


Our task force suggests that the present budget which is in terms of obliga- 
tional authority be replaced by an annual accrued expenditure budget. This 
contemplates that agency budgets be expressed in terms of the charges for goods 
and services estimated to be received during the year—i. e., the accrued expendi- 
tures. The authority granted by the Congress should be for 1-year periods and 
in terms of authority to make such expenditures. The term “accrued expendi- 
tures” represents the charges incurred for goods and services received and other 
assets acquired, whether or not payment has been made and whether or not 
invoices have been received. Thus, the term “accrued expenditures” is not 
synonymous with cash disbursements. To clarify this concept, let us consider 
the Government’s activities as being in the following two broad categories: 

1. Programs for which the total annual appropriations as now enacted 
differ materially from the accrued expenditures in each year. In this 
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category are long-lead-time programs for the acquisition of aircraft, ships, 
and other military weapons, construction, and research. 

2. Government programs where the obligations incurred coincide sub- 
stantially with the accrued expenditures for each year. The administrative 
expenditures for most Government agencies are included in this category. 

The application of an expenditure budget to each of these categories would be 
as follows: 

1. Long-lead-time programs.—Under this proposal an agency would submit 
initially a properly described program showing the total funds required for 
its completion, projected in terms of years. The Congress, if it approved the 
program, would enact an annual appropriation in terms of the estimated accrued 
expenditures required for the year under consideration. In addition, the Con- 
gress would give the agencies contracting authority in terms of the dollar 
amount required for orderly forward contracting beyond the budget year. The 
executive branch and the Congress would review the program annually from 
the standpoint of costs and accomplishment, both completed and projected. 
The Congress, at the same time, would restate the contracting authority annualiy 
as necessary. 

2. Other programs.—Appropriations for the remaining Government programs, 
where lead time is not an important factor, should also be placed upon an 
annual accrued expenditure basis. In these cases contracting authority beyond 
the budget year will not ordinarily be required. The extension of expenditure 
budgeting to such areas should be a relatively simple matter. It would place 
budget appropriations and expenditures on a uniform basis throughout the 
Government. 

A proposal for the use of an expenditure budget was made to the Bureau of 
the Budget in January 1954 by a group of professional accountants who had 
studied the problem. Also the Cooper committee in its report on Financial 
Management in the Department of Defense, October 1954, stated: 

“However, in order to gain the maximum benefits from budgeting and account- 
ing on a cost basis, the committee suggests that consideration be given to a 
basis of appropriating that would be more closely related to costs in the sense 
of goods and services received than the basis now used. Although some provi- 
sion for congressional authorization to contract for long-lead-time ec. o. d. orders 
would be needed, the cost approach would focus attention on the resources to be 
received and those to be used in the budget year.” 

The Assistant Secretary (Comptroller) of the Department of Defense has 
expressed the opinion that the idea of an annual expenditure budget has merit 
and that while there are certain administrative difficulties to be overcome he 
did not believe them to be insurmountable. 

Naturally, the installation of such a plan will raise transition problems. A 
necessary step would be the rescission of present large balances of unexpended 
appropriations and the substitution therefor of annual “accrued expenditures” 
appropriations supplemented by contracting authority. The initial contracting 
authority granted should be adequate to cover existing contracts with suppliers 
and thus avoid material revision in existing contracts. 

The proposal for an expenditure budget will not alter the protection afforded 
the Government’s suppliers under present appropriation practices. Contractual 
provisions can be made under which suppliers would be assured payment of 
their high “starting load” and “tapering off’? costs so that in the event of a 
contract cancellation or cutback they would be protected against loss from such 
action on the part of the contracting authority. Suppliers, when dealing with 
the Government, would thus be placed in a position equivalent to that in which 
they are at present. 

Adoption of this proposal will require administrative changes in the Govern- 
ment’s budgeting and accounting procedures, particularly in the Department 
of Defense, and will require education of those concerned with the budgetary 
process and the working out of the precise mechanics. 

The proposal for an annual accrued expenditure budget would assure annual 
review of past and proposed performance under long-lead-time contracts. That 
this is important is indicated by the statement of the Director of the Budget 
in October 1953 that as of July 1, 1953, “$81 billion of unfinanced appropriations 
existed as a claim against current and future income or borrowing. The con- 
tracts and commitments made as a result of these appropriations became in effect 
c. o. d. obligations against the Government.” 
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APPENDIX B 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, February 12, 1957. 
Hon. Joun L. McCLecxan, 
Chairman, Committee on Government Operations, 
United States Senate. 


Dear Mr. CHAIRMAN: Your letters of January 14 and 15, 1957, acknowledged 
January 15 and 17, request our comments on S8. 434 and 8S. 316, respectively, 
which are similar bills relating to the stating of appropriations on an accrued 
expenditure basis. 

The bills are designed to carry out recommendations Nos. 7 and 17 of the 
Kenont on Budget and Accounting of the second Hoover Commission which 
provide: 

“That the executive budget and congressional appropriations be in terms of 
estimated annual accrued expenditures; namely, charges for the cost of goods 
and services estimated to be received. 

“That each department and agency be authorized to maintain a single account 
under each appropriation title or fund for controlling the amount available for 
the liquidation of valid obligations.” 

We are in complete agreement with these recommendations. While a great 
deal has been accomplished in the field of budgeting and accounting in the 
Federal Government, and the provisions of Public Law 863, approved August 1, 
1956 (70 Stat. 782), provide the impetus for additional improvements, we feel 
that it is highly desirable that appropriations be stated on an annual accrued 
expenditure basis in order to realize the full benefits of the Hoover Commission 
recommendations. As you know, this proposal was included as a part of 
S. 3897, 84th Congress, when it was passed by the Senate, but was deleted 
prior to final enactment of that bill as Public Law 863. We strongly favored 
its enactment as a part of that bill throughout all of its considerations in both 
Houses of the Congress. 

The language of S. 434 and S. 316 is substantially identical to the language 
of 8. 3897, 84th Congress, pertaining to this proposal, except for the inclusion 
of an additional statement of congressional policy in S. 434. We agree with 
this statement of congressional policy and believe that its enactment into law 
is desirable. It is a firm statement of the desire of the Congress that proposed 
appropriations be determined on an annual accrued expenditure basis. Other 
provisions of the proposed legislation, however, in recognition that this may not 
be practicable in some instances and that it may not be accomplished overnight, 
give the President wide flexibility in his implementation of the proposed law. 

The stating of appropriations on an accrued expenditure basis together with 
the furnishing of cost data to the Congress, as provided by Public Law 863, would 
provide the best opportunity for improved correlation of programing, budgeting, 
and accounting. Congressional control of costs and expenditures can only be 
achieved by the maximum utilization of many tools. The stating of appro- 
priations on an accrued expenditure basis can be made a very important tool 
for the Congress if effectively installed. 

Stating appropriations of funds on this basis is a natural extension of the 
cost budgeting enacted in Public Law 863, 84th Congress. Under that provision 
of law, the agencies will submit budgets to the Congress which will show the 
estimated costs of a program, the inventories, and other assets available for use 
in the performance of the program, and the amount of additional funds needed 
to finance that performance each year. However, since the present basis of 
stating proposed appropriations is in terms of obligational authority, i. e., the 
amount of funds which an agency considers it needs to earmark for contracts 
and orders covering current and future deliveries of goods, the appropriation 
requested for any year under the present method is not in many cases closely 
related to planned performance under the program during that year. 

In those operations concerned primarily with salaries and travel expense the 
time relation between the creation of an obligation and an expenditure is 
relatively short. In such circumstances, resources available other than new 
money are ordinarily of no great significance and there is ordinarily a rather 
direct correlation between obligations, expenditures, and costs. These are the 
operations which represent the larger group in terms of numbers, but represent 
the less significant portion of the budget from a dollar standpoint. In the area 
of operations where long lead time is characteristic, such as major procure- 
ment, construction, and research and development, which represent the greater 
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dollar portion of the budget, obligation and expenditure data have their greatest 
limitations for both Congress and management. We thus believe that the con- 
version to the use of appropriations stated on an annual accrued expenditure 
basis could best be applied at the outset to this latter area of operations in- 
volving long lead time. 

All of the present safeguards of consideration and control of total program 
costs are retained under the annual accrued expenditure basis of stating appro- 
priations. Indeed they are improved because, in addition to providing for con- 
sideration of the total estimated cost, this method of determining appropriations 
provides a means of direct congressional control over the yearly segments of 
planned performance. It provides an orderly review by the Congress of the 
amount of funds needed in any year in relation to the year-by-year accomplish- 
ments and their costs as compared to each year’s estimated performance and 
estimated costs, as well as the continuing needs of the program in relation to 
current national and international conditions. 

There are other advantages of placing appropriations on an accrued expendi- 
ture basis. The annual budget surplus or deficit is determined on the basis of 
expenditures. Placing appropriations on the annual accrued expenditure basis 
is, in our opinion, a practical approach to a direct correlation between annual 
appropriations and expenditures. It vests in each Congress a much greater 
opportunity to control the level of operations during a particular budget year 
and would mean the elimination of the vast carryover balances now available for 
expenditure at the discretion of the executive agencies. The present situation 
concerning available balances stems from the fact that congressional control 
through appropriation authorization and Budget Bureau control through appor- 
tionments are both exercised in terms of authority to obligate rather than 
budgeted work plans for the cost of goods and services estimated to be received. 

It is inherent in the annual accrued expenditure basis of stating appropriations 
that congressional authority be granted for the advance planning which neces- 
sarily precedes the phase of operations covered in an annual accrued expendi- 
ture budget. In the past, this authority to creat obligations in advance of appro- 
priations has been commonly referred to as contract authorization. The 
authority to include requests for such contract authorizations in the budget, 
which is contained in the present section 201 of the Budget and Accounting Act, 
1921, in view of the definition of the term “appropriation” contained in section 
2 of that act, as amended, will not be abrogated by the provisions of S. 434 or 
S$. 316. It is a significant fact, however, that heretofore both contract authoriza- 
tions and subsequent appropriations were stated in terms of obligational authority 
whereas under the recommendations herein being considered only the initial 
authorization would be stated in terms of the broad and difficult-to-apply 
concept of obligations whereas annual appropriation of funds could be stated 
much more definitely in terms of accrued expenditures because of the time 
factor. The initial authority which may cover a forward period, sometimes 
as long as 5 years or more, obviously cannot be supported with detailed plans. 
On the other hand, as those plans take shape in succeeding years much more 
precise planning and authorizations are practical when stated in terms of 
accrued expenditures. 

While contract authorizations will continue to be accounted for on an obligation 
basis, the primary purpose of recording such obligations will be to insure that 
the total amount of the contract authorization is not exceeded. Such accounting 
can be relatively simple and there would be no incentive for an agency to rush 
to obligate such contract authorization prior to the expiration of any one fiscal 
year. 

The determination of appropriations on an annual basis in terms of estimated 
performance during that year, i. e., the annual accrued expenditure basis, with 
concurrent authority to enter into contracts to insure orderly future deliveries 
on long-lead-time programs, is in no way detrimental to the interests of con- 
tractors. The Government’s liability to a contractor for a contract issued under 
this method of appropriation and subsequently canceled or terminated would 
be no different than the Government’s liability in similar circumstances under 
the present method of stating appropriations in terms of obligations. The only 
change required would be that payments to the contractor for performance 
each year would be made out of the funds appropriated by the Congress each 
year for that purpose and not out of funds appropriated in some past year. 

We do not subscribe to the view that, if contracts and orders are placed under 
a grant of authority to enter into such contracts, such letting of contracts 
creates a binding obligation for which a future Congress must appropriate 
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funds in the amount of the outstanding contracts. If, in the considered judgment 
of a Congress, a program entered into by an agency should be curtailed or 
eliminated in the best interests of the United States, the unperformed portion 
of outstanding contracts would be canceled and undoubtedly the Congress would, 
if necessary, appropriate funds to pay for the termination. Also, the year-by- 
year control of a program, inherent in the annual accrued expenditure basis 
of the appropriations, provides the Congress with a current and continuing tool 
for exercising restraint over contracting on a continuing program whose costs 
are substantially exceeding the original estimated costs in which the program 
was approved, or whose performance is dragging. 

We thus believe that this proposed legislation, if effectively implemented, 
would provide both the President and the Congress much greater control over 
Federal expenditures and strongly recommend its favorable consideration. 

Six copies of this report are enclosed as requested. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


APPENDIX C 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, February 12, 1957. 
Hon. JoHn L. McCLeLian, 
Chairman, Committee on Government Operations, 
United States Senate. 


Dear Mr. CHAIRMAN: Your letter of January 23, 1957, acknowledged January 
24, requests our views on the question of whether contract authority can continue 
to be granted under the provisions of the bill S. 434. 

S. 484 merely adds four new subsections to the present section 201 of the Budget 
and Accounting Act, 1921 (42 Stat. 20), as amended, which would direct, with 
certain limitations, that proposed appropriations be determined on an annual 
accrued expenditure basis, The purposes of the bill are to carry out recommenda- 
tions numbered 7 and 17 of the second Hoover Commission’s Report on Account- 
ing and Budgeting. In the discussion preceding recommendation No. 7 in that 
report on accounting and budgeting, it is made abundantly clear that when appro- 
priations for long lead-time programs are stated on an annual accrued expendi- 
ture basis, it will be necessary that the Congress give the agencies contracting 
authority in terms of the dollar amount required for orderly forward contracting 
beyond the budget year. This point also was emphasized in the testimony of 
various witnesses in the hearings on 8. 3897, 84th Congress. 

The present authority for the inclusion of contract authority in the budget esti- 
mates is section 201 of the Budget and Accounting Act, 1921, since the term 
“appropriations,” as used in that act, is defined in section 2 thereof, as follows: 

“The term ‘appropriation’ includes, in appropriate context, funds and au- 
thorizations to create obligations by contract in advance of appropriations, or any 
other authority making funds available for obligation or expenditure.” [Italic 
supplied.] 

In view of this definition of the term “appropriations” as used in the entire 
Budget and Accounting Act, 1921, it is clear that in the context in which the 
term “appropriations” is used in section 201 (c) of that act as proposed by S. 434, 
it refers only to the appropriation of funds and, therefore, does not affect the 
existing authority to request contract authorization. In our letter of June 6, 
1956, B—124623, B-125294, B-126614, to the then chairman of the Subcommittee 
on Reorganization, Senate Committee on Government Operations, we stated that 
the existing authority to include requests for contract authorization in the 
budget would not be abrogated by the language in S. 3897, 84th Congress. The 
language of that bill was identical to the language of S. 484, except for the state- 
ment of congressional policy in S. 484. 

Sincerely yours, 


JOsEPH CAMPBELL, 
Comptroller General of the United States. 
Senator Humpurey. I also will insert in the record at this point 
statements by Senator Frank A. Barrett, of Wyoming, Senator Wal- 
lace F. Bennett, of Utah, and Secretary of the Treasury, George M. 
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Humphrey, who are unable to be present today, as well as a statement 
by Mrs. R. I. C. Prout, of Washington, D. C., president of the General 
Federation of Women’s Clubs, and a telegram from Gavin W. Mc- 
Kerrow, chairman of the Wisconsin Committee on Hoover Commis- 
sion Findings. 

(These statements are as follows:) 


STATEMENT OF Hon. FRANK A. BARRETT, A UNITED STATES SENATOR FROM THE 
STATE OF WYOMING 


Mr. Chairman, I appreciate the opportunity to appear before this committee 
today in support of S. 434 which provides for improved methods of stating 
budget estimates and estimates for deficiency and supplemental appropriations, 

Mr. Chairman, I have consistently supported the recommendations of the 
Hoover Commission because I have always been in agreement with the purposes 
of that bipartisan organization. I don’t believe anyone can criticize efforts to 
improve our system of government, and I have no doubts that the Hoover 
recommendations which have been adopted so far have a record of doing just 
that. 

I don’t mind saying, Mr. Chairman, that I was mighty disappointed last year 
when S. 3897, of which I was one of the cosponsors, was amended in conference 
committee and those provisions of the bill providing for the stating of budget 
estimates on an annual expenditures basis were deleted. While the remaining 
portion of this legislation, which became Public Law 863 of the 84th Congress, 
represented a step in the right direction to improve our budgetary and account- 
ing methods, the deleted portions were also of prime importance. 

I was delighted, therefore, when the bill now before this committee was 
introduced early in this session, and I was very happy to be able to again be 
included among the cosponsors of the bill. I think it is important to note that 
48 members of the Senate have joined as cosponsors of this bill, thus testifying 
to the worthiness of its purpose. 

This is a year when economy in government has taken on a new importance. 
Not only is it apparent that Congress must take a close look at the budget with 
an eye to its reduction wherever possible, but it is also important that we 
complete what we started out to do during the 84th Congress with S. 3897, now 
Public Law 863, and that is to provide effective congressional control over 
expenditures. 

Mr. Chairman, when I appeared before this committee last year in support 
of S. 3897, I stated that, as our Federal Government has expanded its services 
to the people of this country, it has been necessary to enact laws for new 
procedures in Government operation. All of these laws have been designed to 
provide more and better service to the people of the Nation. 

I would like to reemphasize a point I made in my statement before this com- 
mittee last year, Mr. Chairman, and that is that I am convinced the placing of 
the entire Government financial structure on an annual accrued expenditure 
basis will permit a much closer supervision by Congress over Government spend- 
ing and costs. 

This important step will, I believe, insure that this Government will operate 
on a wise and sound financial basis and will be getting maximum use of the 
taxpayer dollar. The President has repeatedly requested authority for this 
step, and this bill will provide him with that authority. Furthermore, it will 
enable Congress to exert much greater control over Government spending by 
requiring executive agency budgets be stated in terms of annual expenditures 
rather than in terms of obligated authority. If this bill is passed, the executive 
agencies of Government will present their budget estimates for a fiscal year on 
the basis of that fiscal year only. To me this is a sound and logical approach 
to the question of good budgeting and accounting procedures. 

One more point, Mr. Chairman, which I believe to be an important considera- 
tion for this committee. The provision for stating budget estimates on an 
expenditure basis has received the support and endorsement of the three highest 
financial officers of our Government—the Secretary of the Treasury, the Comp- 
trolier General, and the Director of the Bureau of the Budget. 

I am, therefore, again most happy to join with Senator Kennedy and other 
Senators in cosponsoring this legislation. Again I want to express my ap 
preciation for the opportunity to appear before this committee to express my 
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support of this legislation. I urge this committee to report this bill favorably 
and without delay. Thank you. 


STATEMENT OF Hon. WALLACE F. BENNETT, A UNITED STATES SENATOR FROM THE 
STATE OF UTAH 


Mr. Chairman and distinguished members of the subcommittee, once again 
I appreciate the opportunity of appearing before you in support of a bill to 
improve Federal budget and accounting procedures, pursuant to certain recom- 
mendations of the Second Hoover Commission. 

S. 434, as you well know, is nearly identical to that part of 8. 3897, which 
was unanimously approved by the Senate last June during the 84th Congress, 
providing that the President’s budget and congressional appropriations be stated 
in terms of annual accrued expenditures rather than in terms of obligated 
authority as is presently the case. 

I was sorry to see the House of Representatives object so strenuously to this 
most important section and I felt that much of the benefit of the accounting 
revision bill was lost when this section was dropped because of that opposition. 
I thoroughly agree with the statement Senator Kennedy made when the Dill 
was introduced to the effect that he regarded this provision as ‘the very heart 
of the (Hoover) Commission’s highly commended revision of our complicated 
financial structure.” 

The fact that the present system results in the obligation of sums of money 
in a given fiscal year or over a period of fiscal years, without direct reference 
to when the accrued expenditures actually occur has resulted in building up 
unexpended balances in the various departments of Government until they 
now amount to some $74 billion. Needless to say, the Congress has lost com- 
plete control over these sums. By requiring appropriations to be stated in 
terms of annual expenditures rather than in terms of obligated authority, I 
feel the Congress would be able to exert much greater control over the purse 
strings of Government spending. As I said during my testimony last year, the 
adoption of this provision would make it possible for the Congress to examine 
anew the effectiveness of programs needing the appropriation of funds that 
year, even though the program in question had been authorized at an earlier 
date. 

I think the administration has shown good judgment in requesting the enact- 
ment of this recommendation of the Commission. I am pleased that the bill 
states clearly that the appropriation estimates shall be determined on an annual 
expenditure basis “to the maximum extent desirable and practicable by the 
President,” and “in such manner and at such times as may be determined by 
the President.” In view of the President’s support of the bill, I am confident 
that the rather sweeping changes which it will authorize will be made in the 
various departments as rapidly as possible. 

I congratulate this committee for the work they have done on this measure, 
and in expediting the passage of the money and timesaving recommendations 
which we were able to adopt last year. I strongly urge that the committee 
favorably report S. 434, so that we may enact this important recommendation 
during the present session of Congress. 


STATEMENT oF Hon. Georce M. HumMpurey, SECRETARY OF THE TREASURY, IN 
Support or 8. 434 


Mr. Chairman and members of the committee, I appreciate the opportunity 
to submit to you a statement with reference to S. 434, a bill “To provide for 
improved methods of stating budget estimates and estimates for deficiency and 
supplemental appropriations,” including the amendment to the bill intended to 
be proposed by Senator Kennedy, submitted on March 21, 1956. This bill, with 
its proposed amendment, is an effort to give effect to the recommendation con- 
tained in the Report on Budgeting and Accounting of the recent Hoover Commis- 
sion. This recommendation read “That the Executive budget and congressional 
appropriations be in terms of estimated annual accrued expenditures, namely, 
charges for the cost of goods and services estimated to be received.” 

In my letter to the chairman of this subcommittee on June 1, 1956, in connec- 
tion with the hearings on S. 3897, 84th Congress, a bill to improve governmental 
budgeting and accounting methods and procedures, I supported completely the 
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objectives of the Hoover Commission recommendations on budgeting and ac- 
counting. Several of these recommendations have been made effective through 
the enactment by the 84th Congress of Public Law 863, approved August 1, 1956, 
including the recommendations that, as soon as practicable, Government accounts 
be maintained on the accrual basis and that agency budgets be formulated and 
administered on a cost basis. 

Agencies will be required to determine their needs on the basis of costs and 
maintain their accounts on an accrual basis. When this is done, only then is it 
possible to begin to correlate what is produced and performed with actual cost 
for the same period of time. This change in accounting should provide an ex- 
cellent basis for improvement in control over actual costs of operations and 
programs. It will provide the “ongress and the executive branch of the Govy- 
ernment a better opportunity to examine and review the results of operations 
with estimates based on budgeted working plans which would be developed and 
accounted for on the basis of the cost of goods and services received for a par- 
ticular fiscal year. It should reduce the vast carryover of appropriation bal- 
ances representing, for the most part, obligations for goods and services to be 
received and paid for in subsequent fiscal years. This situation has caused me 
some concern in the past. Any means by which we can bring this carryover 
of appropriations under better scrutiny and review will be a step in the right 
direction. 

S. 484 is a further move forward because at the end of each fiscal year, the 
excess of any appropriation or fund made on an annual accrued expenditure 
basis over the accrued expenditures shall lapse. This leaves a vast area of 
activities where capital goods and services have to be acquired for delivery 
beyond the year in which contracts are made. It will be necessary for the 
Congress to provide contract authority in these cases. I believe contract authori- 
zations for long-range projects are preferable over the present basis of appro- 
priating, because they would provide a means for a thorough review and 
examination of progress made and commitments outstanding at the end of 
each year when the current budget is being considered. To secure the advan- 
tages which can be obtained through adoption of accrued expenditure-based 
appropriations, it will therefore be necessary for the Congress to provide affirma- 
tively that it shall be in order in appropriation bills to include contract authority 
for financing of long-range activities, as is provided for in the proposed amend- 
ment to S. 434. 


St4TEMENT ON RECOMMENDATIONS OF THE Hoover COMMISSION By Mrs. R. I. C. 
PROUT, PRESIDENT OF THE GENERAL FEDERATION OF WOMEN’S CLUBS 


The General Federation of Women’s Clubs is an organization with an active 
membership of 875,000 women and an associate membership of 514 million in the 
United States. The federated clubs are composed for the most part of women 
with families, who are constantly confronted with the problem of distributing the 
family income so that it will provide the greatest benefit to all its members. 

The General Federation has long been interested in the wise expenditure of 
money in government and in 1953, in convention assembled, passed a resolution 
endorsing a program of economy for the Government of the United States. We 
are well aware that government, like the individual family, cannot spend itself 
into prosperity, and of necessity must plan to have reserves on hand for emer- 
gencies. We know that our Government has an excellent credit record, but we 
also realize there is a limit beyond which it is dangerous to continue to use credit. 

The General Federation of Women’s Clubs believes the Hoover Commission has 
done an outstanding job in setting out ways and means to effect a substantial 
saving in Government expenditure. The recommendations of the second Hoover 
Commission were endorsed by our delegate body in annual convention, May 1958, 
as follows: , 

“Whereas the second Hoover Commission was appointed because of the in- 
— need of economy in government without sacrifice of essential services: 
anc 

‘‘Whereas the General Federation of Women’s Clubs has a continuing interest 
in the objectives and reports of the second Hoover Commission and in the imple- 
mentation of certain recommendations contained in the reports: therefore 

“Resolved, That the General Federation of Women’s Clubs in convention assem- 
bled, May 1956, recommends that clubs study carefully the details of the report of 
the second Hoover Commission ; and further 
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“Resolwed, That the General Federation of Women’s Clubs support congres- 
sional action which would implement those provisions in the report which are in 
accord with duly established policies of the General Federation.” 

The General Federation is particularly impressed with recommendation No. 7 
which would provide that the executive budget and the congressional appropria- 
tions be in terms of estimated accrued expenditures, with appropriations to be 
voted on an annual basis. In this way fabulous sums of money will not be tied 
up by long-range appropriations with no current accounting of cost and service. 

No successful business could long exist without reports on its annual expendi- 
tures, and since the United States Government is the world’s largest business 
organization, with ever-increasing obligations for national Gefense and the needs 
of our growing population, it certainly seems in the best interests of our economy 
to operate under a system of accounting and appropriations whereby a yearly or 
annual report would make it possible to know at all times where greater economy 
can be effected. 

The General Federation of Women’s Clubs urges legislation for the implemen- 
tation of recommendation No. 7. 


MILWAUKEE, Wis., March 9, 1257. 
Senator Hunert HUMPHREY, 
Senate Committee on Government Operations, 
Senate Office Building, Washington, D. C.: 


The Wisconsin committee on Hoover Commission findings has endorsed the 
principle of appropriating on an annual accrued expenditure basis to heighten 
congressional awareness of obligations and tighten fiscal control... We urge your 
committee support of S. 484. Please read this into your committee record. 


Gavin W. McKerrow, 
Chairman of Wisconsin Committee on Hoover Commission Findings. 


340 WASHINGTON BurILpINnG, MaApIsoNn 3, WIS. 


Senator Humpnrey. The first witness will be Senator Kennedy. 

Senator Kennedy handled this legislation last year as chairman 
of this subcommittee. 

Senator, we are very happy to have you here and glad to hear from 
you. 

Senator Kennepy. Thank you very much. 

Senator Smirn. If the Senator will yield a moment, I would like 
to state I have some constituents of mine appearing before the Banking 
and Currency Committee this morning and I want to ask the chairman 
to excuse me without interrupting the testimony as I go out. 

Senator Humpnrey. I am sorry Senator Smith must leave, but, as 
we all know, the Senator from Maine is very familiar with this legis- 
lation, having introduced comparable bills in both the 84th and the 
85th Congresses. 

Senator Smiru. I shall be back, 


STATEMENT OF HON. JOHN F. KENNEDY, A UNITED STATES 
SENATOR FROM THE STATE OF MASSACHUSETTS 


Senator Kennepy. It is a privilege to appear before you in support 
of 8. 484, which I have proposed, along with Senator Byrd, Senator 
Payne, Senator McClellan, chairman of the Committee on Govern- 
ment Operations, Senator Humphrey, chairman of the subcommittee, 
and Senators Smith, Thurmond, Symington, Martin of Iowa, and 
Curtis, members of the Subcommittee on Reorganization, which is 
considering this matter. 

S. 434 provides authority to the executive branch to present budget 
estimates on an annual accrued expenditure basis. This subcommit- 
tee, of which I was chairman last year, reported a similar bill. It was 
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unanimously reported by the subcommittee and the full Committee 
on Government Operations and unanimously passed the Senate. 
Unfortunately, the provision calling for the statement of budget esti- 
mates on an annual accrued expenditure basis was stricken in confer- 
ence with the House. 

I cite the history of the legislation only to show the great support 
which this matter and this principle have received in the United States 
Senate during the last two years. 

Permit me first to comment on this cone ept of an annual accrued 
expenditure budget. The term “annual accrued expenditure” is, I 
think, somewhat forbidding to us who are not accountants. However, 
if we think of it as the amount of charges incurred by the Govern- 
ment during one fiscal year—whether actually paid out in cash during 
that year or not—for services, materials, and other assets received 
during that year, it seems to me that we take some of the mystery out 
of the ter minology. 

A statement of Government finances on this basis, actual goods and 
services charged forg would be a major step toward improved fiscal 
control. Under the present system, those whé ultimately spend Gov- 
ernment funds are concerned primarily with the obligation of these 
funds. Thus, attention is focused on contracts and orders placed and 
there is a very serious tendency to think of the job as done, once the 
obligations have been made. 

The annual accrued expenditure approach, on the other hand, 
directs attention to the actual work program for a particular year, 
and into the operating cost, inventories and other assets arid resources 
available and necessary for the performance of that specific program. 
In a word, the annual accrued expenditure method of stating budget 
estimates is intended to orient the whole thinking of the ‘executive 
branch and the Congress to the question of per formance of specific 
tasks during a particular time period and, thus, will result, I believe, 
in bringing an air of reality to Government financial pr actices. 

S. 434, which implements one of the most important recommenda- 
tions of the second Hoover Commission, proposes substantial changes 
which cannot be effected instantaneously throughout the Government ; 
but the work already done in the executive branch to bring about im- 
proved accounting procedures will certainly facilitate the transition 
envisioned by this bill. 

As you know, Mr. Chairman, certain technical problems came to 
light recently in connection with S. 434. These difficulties related 
to the question of the Appropriations Committee being able to provide 
advance commitment authority to agencies procuring long lead-time 
items under the bill as originally drawn. 

After a considerable amount of work and consultation with my 
colleagues, particularly Senator Payne and Senator Byrd, we have 
dev eloped an amendment to S. 434 which adds a new section to the 
bill. This amendment takes care of the technical difficulty to which 
I have referred and I should like to include for the record a letter 
to this effect which I have received from Senator Hayden. 

In part, Senator Hayden said, “In my opinion this amendment 
would provide adequate authority for the Committee on Appropri la- 
tions to include contract authority in appropriation bills.” 

Senator Humpnrey. Senator, would you like Senator Hayden’s 
letter to be printed in the record at this point? 
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Senator Kennepy. Yes, it would be helpful if you would, Mr. 
Chairman. : 

(The letter is as follows :) 

UNITED Srates SENATE, 
COMMITTEE ON APPROPRIATIONS, 
April 8, 1957. 
Hon. Joun F. Kennepy, 
United States Senate, Washington, D. C. 

Dear Jonn : In reply to your letter of April 6, I have examined the amendment 
to 8, 434 which you have proposed. In my opinion this amendment would provide 
adequate authority for the Committee on Appropriations to include contract 
authority in appropriation bills. 

I thank you for bringing this matter to my attention. 

Yours very sincerely, 
Cart Haypen, Chairman. 

Senator Kennepy. In addition to obtaining Senator Hayden’s sub- 
stantive views, I also have had this amendment reviewed by the 
Parliamentarian of the Senate, Mr. Charles L. Watkins, and the Sen- 
ate Legislative Counsel, Mr. John Simms, who have given me an in- 
formal advisory opinion that the amendment is technically sound. 

I should like to conclude my statement to the subcommittee by 
calling attention to the size of the budget that we have before us; the 
concern in the Congress for budget reduction; and the fact that there 
are billions and billions in unexpended balances carried over year after 
year, which prevent the Congress from effectively controlling the 
amount that is spent each year. 

I think the passage of this bill, requiring that appropriation re- 
quests be submitted to the Congress by the Bureau of the Budget on 
an annual accrued basis, would imply that the Congress will take 
action on the appropriations on the same basis. Two billion or three 
billion dollars hanging over the program every year confuses the Mem- 
bers of Congress as to how much is actually available for expenditure 
during a given year, providing, therefore, a yearly review of program 
costs. The inauguration of this system will give the Congress a far 

ater control over appropriations and be a major step forward in 
ringing about greater fiscal efficiency, more businesslike management, 
and, I believe, reductions in Federal spending. 

Senator Humrurey. Senator Kennedy, is it not true that the Pres- 
ident has, on one or more occasions, requested this type of authority. 

Senator Kennepy. Yes, Mr. Chairman. 

As you know, the Secretary of the Treasury has endorsed it, the 
Bureau of the Budget has endorsed it and, of course, it was a recom- 
mendation of the Hoover Commission. 

Senator Humrurey. This legislation could have a decidedly bene- 
ficial effect upon our foreign-aid program, could it not? 

Senator sce It certainly could, Mr. Chairman, because one 
of the problems that we have had in considering the foreign-aid pro- 
gram has been this matter of unexpended balances which are carried 
over every year. 

It seems to me that preventing this situation and calling for appro- 
priations on the basis of what will actually be spent, what charges 
actually will be incurred that year, will give us a far greater control. 
Moreover, sound programs can be more readily justified and sup- 
ported if we have good cost data and, most important, Congress will 
retain a larger measure of control. Unfortunately, under the present 
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system of making available full obligational authority at the begin- 
ning of a program, Congress never has an opportunity for a realistic 
review of the program. 

Senator Humpnrey. We witnessed on occasions the belated haste on 
the part of an agency to obligate funds before the end of the fiscal 
year. Sometimes that rush toward trying to obligate funds made 
available ends up in poor program planning and wasteful expenditure 
of public funds. : 

The purpose behind this legislation that you have sponsored—is to 
directly relate appropriations to the expenditures that will be made 
each year and thereby hold accountable the agency administrative 
officer for program planning, as well as the utilization of the funds 
for the fiscal year. Is that right ? 

Senator Kennepy. That is right. The budget estimates will be 
presented on the basis of the annual costs to be incurred. It will be 
possible for the Government to come up with such annual cost esti- 
mates because of the budget and accounting reforms which Congress 
authorized last year; although it will probably be some time before 
the necessary accounting systems can be installed throughout the 
Government. When completed it seems to me that we will have a 
much more accurate combination of fiscal tools to manage this whole 
apparatus of Government. These carryover funds, amounting to al- 
most the budget itself this year, it seems to me, limit the opportuni- 
ties of the Congress to really control each year the amount the 
Government will spend. 

Senator Humeurey. This would be particularly true in the De- 
partinent of Defense and in the International Cooperation Adminis- 
tration, and in the Department of State. Is it your belief that this 
legislation would directly improve the management of the tremen- 
dous sums of money appropriated for the programs of these agencies? 

Senator Kennepy. That is correct. In other words, for long-lead- 
time items, this bill provides for the use of contract authorization by 
the Government, and then each year the appropriations will be made 
on an annual accrued basis; so that we will have, say, over a period 
of 4 or 5 years, contract authority for long-lead-time items and each 
year the Congress will appropriate those sums based on a cost basis 
which will be required for the furtherance of that program for that 
particular year. Therefore, it seems to me you will have a much more 
realistic budget than under the present system in which you charge 
a $5 million item in one year’s budget, when such an item might be 
expended at the rate of $1 million per year over a 5-year period. It 
seems to me that gives an artificial picture to the budget which this 
bill will prevent. 

Senator Humpnmrey. This bill also would make it possible for the 
Congress to maintain very detailed scrutiny over expenditures each 
year ? 

Senator Kennepy. That is correct. 

Senator Humpnurey. And thereby give the public more informa- 
tion on the amount of moneys that are required to operate these 
programs each year. 

Senator Kennepy. That is correct. 

Senator Humpnrey. I think this has to be emphasized because I am 
convinced the public doesn’t quite understand what is meant by ob- 
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ligating funds for, a long period of time. I am also confident that 
many people do not understand how difficult it is for the Congress to 
review these funds, once they are obligated, to determine how they are 
actually) being expended. This, bill. would provide that each year 
the Appropriations Committees would review the amount of money 
that. was expended the previous year, how it was expended, and for 
what purpose, as well as the amount to be appropriated the current 
year. 

Senator Kennepy. Yes, this bill would permit a close examination 
of the program for the budget year on the basis of the actual cost of 
carrying on the program that year. Therefore, the budget would 
reflect even more accurately what the Government is doing each year. 

Senator Humpurey. Senator Thurmond / 

Senator THurmonp. Senator Kennedy, this bill would reveal to the 
Congress and the public, as I understand it, whether there was any 
carryover, which they might not be acquainted with if this bill is not 
passed ; is that correct ? 

Senator Kennepy. That is correct. There would be a carryover 
of obligations created by a contract on long-lead-time items. The 
actual money to be spent during a budget year would be appropriated 
on a yearly basis and, therefore, there would be no carr yover of funds, 
except, possibly, small amounts to pay for goods or services delivered 
in the previous year. The intention of the bill, though, is to provide 
for the yearly appropriation by Congress of the actual funds to 
be spent that year. 

Senator TuHurmonp. Does this bill provide that any funds appro- 
priated but not used would revert to the Treasury rather than be car- 
ried over ? 

Senator Kennepy. That is correct; unused appropriations would 
lapse and be.returned to the Treasury. 

Senator Humpurey. Senator Smith ? 

Senator SmitH. I have no questions. 

Senator Humpurey. Any other questions, Senator Thurmond ? 

Senator THurmonp. No questions. 

Senator Humpurey. Senator Kennedy, if you have anything that 
you would like to add with reference to the amendment, we will be 
glad to hear you. You do feel that this amendment will accomplish 
the objective that you had in mind and at the same time will meet 
with the general approval of the Appropriations Committee ? 

Senator KeNnepy. Yes. 

Senator, as you know, Senate rule XVI provides that the Com- 
mittee on Appropriations shall not report an appeopnetion bill con- 
taining amendments proposing new or general legislation. Contract 
authorization is considered to be new and general and, therefore, a 
point of order could have been raised. However, the amendment we 
have here, which, as I said, has been cleared with Senator Hayden 
and the Parliamentarian, provides that rule XVI shall be waived on 
the matter of contract authorization. I believe this is a satisfactory 
solution to the problem and I would like to present the amendment for 
the subcommittee’s consideration. 

Senator Humpurey. You do not believe this would encounter any 
objection from the leadership in the Senate, do you? 

Senator Kennepy. No, I do not. I think the amendment is a sound 
one for which there is precedent. It is now a question of what they 
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will do in the House, which I can’t predict; but at least the amend- 
ment meets the problem very fairly, and I think, supported by the 
views of Senator Hayden and the Parliamentarian, that it would deal 
very effectively with the situation. 

I would like to present the amendment. 

Senator Humpurey. Thank you. I believe we have already in- 
corporated the amendment into the record. 

(The amendment appears on p. 3.) 

Senator HumMpukey. Senator Kennedy, if you have completed your 
testimony, we would like to have you sit with the subcommittee be- 
cause of your intimate knowledge of this legislation. 

Senator Kennepy. Thank you, Mr. C hairman. 

Mr. Chairman, I would like to present the testimony of Senator 
Frederick G. Payne, who is a cosponsor of S. 434 and has been a stiong 
supporter of this legislation. ° 

Senator Humpnrey. We will incorporate Senator Payne’s state- 
ment in the record at this point. 

Senator Kennepy. He was unable to be here, but, of course, he is 
highly interested in this matter. 

(The statement is as follows:) 


STATEMENT OF HON. FREDERICK G. PAYNE, A UNITED STATES 
SENATOR FROM THE STATE OF MAINE 


It is a great privilege for me to submit this statement in full support of S. 434, 
the bill to provide legislative recognition of the annual accrued-expenditures 
concept of stating budget requests and appropriations. Approximately a year 
ago I appeared before this committee to discuss 8S. 3199, a bill which I had pre- 
pared to implement the budget and accounting recommendations of the second 
Hoover Commission. At that time we talked at some length about the annual 
accrued-expenditure concept, which had been strongly stressed by the Hoover 
Commission, and which was fully endorsed by the General Accounting Office and 
the Bureau of the Budget. 

The upshot of the hearings last March was the drafting of S. 3897 and its 
introduction by my very capable and distinguished colleague, Senator John F. 
Kennedy, and myself, along with many other Senators who joined as cosponsors. 
That bill, as you are aware, became Public Law 863 of the 84th Congress, but 
only after the House of Representatives had stricken from it the provisions 
dealing with the annual accrued-expenditure concept. 

The bill under consideration today would simply put into law the provisions 
which it was not possible to enact last year. The annual accrued-expenditure 
concept has the full support of the President of the United States, the second 
Hoover Commission, the Bureau of the Budget, the Secretary of the Treasury, 
the General Accounting Office, fiscal experts both in and out of the Government, 
the United States Senate, as indicated by its passage of the measure last year, 
and, last but not least, as I am sure all of the members of the committee are 
aware from mail they have received, the American people. 

Before going on to discuss S. 434, I should like to comment briefly on Public 
Law 863. As was pointed out at the time of adoption of this measure, it, cou- 
pled with Executive action taken by the White House last spring, had the effect 
of implementing the majority of the Hoover Commission’s budget and account- 
ing recommendations. The significance of this act is really rather far reaching 
and may best be demonstrated by some of the things that have been said about 
it. In his budget message submitted to Congress on January 16, 1957, President 
Hisenhower commented as follows: 

“In accordance with the recommendations of the second Hoover Commission, 
an Office of Accounting has been established in the Bureau of the Budget to help 
the Federal agencies to improve further their financial management and, in that 
connection, to put into effect the principles of accrual accounting and cost-based 
budgeting approved in legislation enacted last year. Modern accrual accounting 
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will make possible better management through improved information needed to 
control costs.” 

On January 30, 1957, the Secretary of the Treasury, the Director of the Bureau 
of the Budget, and the Comptroller General submitted their eight annual progress 
report under the Joint Program To Improve Accounting in the Federal Govern- 
ment to the Congress. The second paragraph of the letter of transmittal is of 
particular interest and reads as follows: 

“We are pleased, as we are sure you will be, with the splendid contributions to 
better management practices made by the kind of financial management improve- 
ments and related developments summarized in this report. Commendable as 
these contributions are, there remains much to be accomplished. The enactment 
of Public Law 863, which established in law the principles of budgeting in terms of 
costs and accounting on the accrual basis, has provided additional tools for accel- 
erated efforts for the improvement of financial management in all agencies. With 
the continuing cooperation and wholehearted support of all who have responsi- 
bility for administering the various functions of our Government, we are certain 
that even greater contributions to improved administration can be made through 
the combined efforts represented in the joint program.” 

i Pages 6 and 7 of the report contain the following two paragraphs : 

“During 1956 the Congress gave evidence of its interest in the budget and 
accounting recommendations of the second Hoover Commission by the many bills 
that were introduced and the full hearings that were held on the subject of these 
recommendations. As a result of these legislative considerations two public laws 
related to the recommendations were enacted. The first of these—Public Law 
798—-was signed by the President on July 25, 1956. The second—Public Law 
8638—Wwas signed by the President on August 1, 1956. 

* * Oe ak 


“Public Law 863 constitutes an important keystone for the improvement of 
financial management in the Government. This was the major legislative enact- 
ment of the budget and accounting recommendations of the second Hoover Com- 
mission. It establishes in law a basic principle for Government budgeting and 
accounting—the development and use of cost information. It provides an expres- 
sion of intent on the part of the legislative branch, which together with the Presi- 
dent’s statement on policies of the executive branch, provides a firm basis for 
moving forward in the improvement of financial management as rapidly as avail- 
able resources permit. The various sections of the law cover the following: 

“1. Accounting on an accrual and cost basis. 
“2. Budgeting on a cost basis. 

“3. Use of consistent classifications. 

“4. Budget justification data by organization. 
“5. Simplification of allotment structure.” 

Finally, in a summary of the Report prepared by the General Accounting 
Office there is the following statement that indicates how much has already 
been accomplished in the changeover to cost-based budgeting : 

“Budgeting: The 1958 Budget Document prepared in 1956, contains cost-based 
budgets for 46 appropriations, an increase of 42 over the previous year. Such 
budgets are based on accrual accounting systems used by the agencies. In 
addition, cost information developed from agency accrual accounting systems 
was submitted to the Bureau of the Budget in justifying the budgets for another 
13 appropriation requests. Efforts toward the development of common classi- 
fications for programing, budgeting, accounting, and reporting have resulted 
in improvements in the appropriation and activity structure of 36 independent 
agencies and constituent units of departments in the 1958 budget.” 

Turning now to 8. 434 itself, it can fairly be said that it is the logical followup 
of the work of improving the Federal Government’s financial management that 
was accomplished last year. Without cost-based budgeting and accrual-account- 
ing, which were established by Public Law 863, the annual accrued expenditure 
method of stating budget requests and appropriations could never be made to 
work efficiently. In other words these items are necessary prerequisites, and 
now that the foundation has been laid we are ready to put this accrued expendi- 
ture principle into effect. 

In his budget message this year President Eisenhower said: 

“It is also recommended that the Congress give further consideration to 
legislation which would place Government appropriations on an accrued expendi- 
ture basis.” 

From this it is obvious that the Administration has not altered the position 
it took a year ago when the President submitted a special message to the 
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Congress urging favorable consideration of the Hoover Commission budget and 
accounting recommendations. In that message the President said: 

“These recommendations of the Commission have been studied extensively by 
the executive branch with a view toward identifying all possible actions that 
ean be taken to strengthen the administration of the executive agencies. I have 
already approved plans developed by the Director of the Bureau of the Budget 
to intensify efforts of the executive branch toward that objective. These plans 
include actions to accelerate the establishment and use of modern accounting 
methods improved budget presentations and controls. I consider it desirable 
and necessary that the executive departments and agencies actively and fully 
participate in carrying out these plans. 

“The actions being taken by the executive branch to put many of the Com- 
mission’s proposals into effect will require close coordination with the legislative 
branch and merit the support which the Congress should and can provide. I 
urge that the Congress seek the early enactment of appropriate legislative pro- 
visions to support the major objectives of the Commission's recommendations.” 

Probably more progress has been made in adopting the second Hoover Com- 
mission’s recommer dations in the budget and accounting field than on any other 
phrase studied by the Commission. For all practical purposes 8. 434 wouid 
implement the last remaining items on which no action has been taken. In addi- 
tion to being the last, the accrued expenditure concept is probably by far the 
most significant of the recommended improvements. For it is through this 
principle that Congress will be able to achieve a far closer control over the purse 
than presently exists, and tbe executive agencies themselves will have a much 
better picture of their financial activities in any given year. As an overall sum- 
mary of what is involved the following statements from the Comptroller Gen- 
eral’s letter to the chairman of the Government Operations Committee dealing 
with S. 484 and dated February 12, 1957, are very helpful : 

“The stating of appropriations on an accrued expenditure basis together with 
the furnishing of cost data to the Congress, as provided by Public Law 863, 
would provide the best opportunity for improved correlation of programing, 
budgeting, and accounting. Congressional control of costs and expenditures can 
only be achieved by the maximum utilization of many tools. The stating of 
appropriations on an accrued expenditure basis can be made a very important 
tool for the Congress if effectively installed. 

“Stating appropriations of funds on this basis is a natural extension of the 
cost budgeting enacted in Public Law 863, 84th Congress. Under that provision 
of law, the agencies will submit budgets to the Congress which will show the 
estimated costs of a program, the inventories and other assets available for use 
in the performance of the program, and the amount of additional funds needed 
to finance that performance each year. However, since the present basis of 
stating proposed appropriations is in terms of obligational authority, i. e., the 
amount of funds which an agency considers it needs to earmark for contracts 
and orders covering current and future deliveries of goods, the appropriation 
requested for any year under the present method is not in many cases closely 
related to planned performance under the program during that year. 

* 4 * a» « x * 


“There are other advantages of placing appropriations on an accrued expendi- 
ture basis. The annual budget surplus or deficit is determined on the basis of 
expenditures. Placing appropriations on the annual accrued expenditure basis 
is, in our opinion, a practical approach to a direct correlation between annual 
appropriations and expenditures. It vests in each Congress a much greater 
opportunity to control the level of operations during a particular budget year 
and would mean the elimination of the vast carryover balances now available 
for expenditure at the discretion of the executive agencies. The present situa- 
tion concerning available balances stems from the fact that congressional con- 
trol through appropriation authorization and Budget Bureau control through 
apportionments are both exercised in terms of authority to obligate rather than 
budgeted work plans for the cost of goods and services estimated to be received.” 

From the foregoing it is readily apparent that enactment of S. 434 would 
mean a significant modification in the present practice of requesting appropria- 
tions from Congress. At present the President requests and Congress makes 
available sums of money to be obligated in a given fiseal year or over a period 
of fiscal years without direct reference to when the accrued expenditures 
actually oceur (liquidation of obligations can follow the period during which 
funds are available for obligation). As a consequence of this practice large 
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unobligated or unexpended balances have been built up by various departments. 
' With such large unexpended balances in the hands of departments and 
agencies Congress is not in a position to control the actual expenditures of the 
Government in any given year or the actual surplus or deficit in any given year, 
because the appropriations that it makes specifically for that fiscal year alone 
i do not determine what the executive branch can expend in that year. Actually 
i in any year a very large proportion of the expenditures will be out of funds 
previously appropriated. For example, over $25 billion of the Government’s 
expenditures in 1956 were made out of funds appropriated for earlier years. 
If Congress is to regain control over the level of expenditures it must modify 
the present practice of making available fo agencies funds that will be dispersed 
ever a period of many years. By providing that budget requests be made in 
terms of annual accrued expenditures, this bill will do much to attain this 
necessary objective. 

It is worth noting here that the annual accrued expenditure concept has sig- 
nificance apart from good budgeting and accounting practices and financial 
management. As all of us are aware there is great concern throughout the 
Nation over the size of this year’s budget and a healthy fear of the effect that 
too much Government spending might have on our economy. Yet under our 
present system of appropriating in terms of obligating authority, Congress has 
very little if any actual control over the level of actual spending by the Govern- 
ment during fiscal 1958. The reason is, as noted above, the huge carryover 
balances from previous years. As a consequence, even if the Congress is able 
to make significant cuts in the budget itself there are several billions of dollars 
earried over from earlier appropriations that could be spent this vear with the 
result that even with congressional cuts, actual spending in the budget year could 

exceed the budget itself in amount. Under the annual accrued expenditure ap- 
proach the Congress would be able to control the volume of spending in the 
budget year since there would be no carryover balances and the budget would 
request only funds to be spent in the budget vear, not 2, 3, 4, or 5 years in advance. 

To make effective the presentation of requests for appropriations on the basis 
of annual accrued expenditures, it will be necessary for Congress to change its 
methods of handling many long-lead-time items such as aircraft, ships, or public 
works. At present, for example, when Congress provides for a program of large 
bombers that may take 4 to 5 years to complete, Congress, at the very outset, 
makes available to the department concerned authority to obligate sufficient 
funds to cover the cost of the entire program all at one time. Under this pro- 
posed modification, with annual appropriations being only sufficient to liquidate 
accrued expenditures incurred in the year concerned, Congress will have to grant 
to agencies that have programs involving long-lead-time items authority to make 
contracts that will run for a number of years. After such authority has been 
given, Congress will appropriate each year only the funds needed to cover the 
costs actually accrued that year and nothing more. 

Such changes in appropriation procedure will in effect increase congressional 
control over expenditures rather than lessen it. It will have two opportunities 
to examine a program of expenditures. Congress will exercise control first when 
it authorizes an agency to make a contract commitment. Second, it Gan exercise 
a subsequent check or review when it appropriates the funds required to meet 
the accrued expenditures that will be incurred during a given fiscal year. If 
progress under the contract is much slower than anticipated when it was au- 
thorized or if the goods delivered have been defective, Congress can cause the 
agency to present an explanation, and it can, if need be, provide for the cancella- 
tion of the contract. Thus it is clear that the practice of making appropriations 
on the basis of annual accrued expenditures would increase rather than decrease 
congressional control over the purse. 

With regard to the conflict which developed this year between the provisions 
of S. 434 and the standing rules of the Senate, it is my belief that the amend- 
ment proposed by the able and distinguished junior Senator from Massachusetts 
(Mr. Kennedy), is a very adequate and satisfactory solution to this problem. AI- 
though there is unquestionably a need for a provision of this nature to insure 
that there is authority for including contract authority, it seems to me that the 
problem should not arise too often. The reason for this is that the necessary 
contract authorization could, and probably should, be included in the normal 
authorization measures that are handled by the legislative committees. None- 
theless, there certainly would be instances when contract authority would be 
needed in an appropriations bill, and the amendment proposed by Senator 
Kennedy will insure that the rules of the Senate or of the House will not 
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become a means of thwarting a highly desirable and much-needed budgetary 
reform. 

Mr. Chairman, the subject of accounting lacks the glamor of many other 
topics, but it is no less important. As an accountant with experience in business 
and in government at the local, State, and Federal levels, I can and do fully in- 
dorse the action that has already been taken to implement the Hoover Commis- 
sion’s budget and accounting report. However, unless Congress acts favorably 
on 8. 484, or a similar measure, only about half the job will have been done. As 
all of us know, it would be a rare instance when a job half done could achieve 
anywhere near half of the effectiveness of the whole job, and the case at hand 
is no exception. Accordingly, Mr. Chairman, I sincerely hope that the committee 
will be able to act promptly and favorably on this extremely important legislation 
so that it will be possible this year to complete the modernization of the finan- 
cial management structure of the Federal Government. 

Senator Humpnrey. Our next witness will be Mr. Joseph Campbell, 
Comptroller General of the United States. 

We welcome you here, Mr. Campbell; and, while I have an oppor- 
tunity, may I congratulate you on work well done. 

Mr. Camesetn. Thank you, Mr. Chairman. 


STATEMENT OF JOSEPH CAMPBELL, COMPTROLLER GENERAL OF 
THE UNITED STATES 


Mr. Camppsect. Mr. Chairman and members of the subcommittee, 
we appreciate the opportunity to appear before you to discuss S. 434, 
which is designed to carry out recommendations 7 and 17 of the Report 
on Budget and Accounting of the Second Hoover Commission. These 
recommendations are : 


Recommendation No. 7: That the executive bndget and congressional appropri- 
ations be in terms of estimated annual accrued expenditures—namely, charges for 
the cost of goods and services estimated to be received. 

Recommendation No. 17: That each department and agency be authorized to 
maintain a single account under each appropriation title or fund for controlling 
the amount available for the liquidation of valid obligations. 

S. 434 provides for the submission of requests for appropriations on 
an annual accrual expenditure basis, with certain exceptions. Under 
this method, appropriations proposed by the agencies would be stated 
in terms of the charges for goods and services to be received during 
the budget year and payments otherwise authorized by law to be made 
during that same year. In other words, the amount of each proposed 
appropriation would represent the estimated amount of financing re- 
quired for the program of work to be conducted during the budget 
year. 

The proposed legislation provides in subsection (e) that any accrued 
expenditures charged to the appropriation for a fiscal year but not 
paid during such year shall be merged with the similar appropriation 
for the next year to constitute a sitigle account for disbursing purposes. 
The latter provision covers the accowits pavable on June 30 of any 
year for goods and services received during that year. Any remaining 
balance of the appropriation shall cease to be available after the end 
of the fiscal vear. 

We endorse S. 434. The stating of appropriations on an annual 
accrued expenditure basis, together with the furnishing of cost data to 
the Congress as provided by Public Law 863, approved August 1, 
1956, would provide great impetus to improved correlation of pro- 
graming, budgeting, accounting, and funding of authorized Govern- 
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ment activities each year. Congressional control of costs and expendi- 
tures can only be achieved by the maximum utilization of many tools. 
The stating of appropriations on an accrued expenditure basis can be 
a very important tool for the Congress. 

This basis of stating appropriations is a natural extension of the cost 
budgeting enacted in Public Law 863. Under that provision of law, 
the agencies will prepare annual budgets which will show the esti- 
mated costs of the authorized programs and the inventories and other 
assets available for use in the performance of the programs. Budgets 
on this basis provide needed tools for management and control of 
Government programs and activities in terms of annual and total costs. 

However, since the present basis of stating appropriations is in 
terms of obligating authority—that is, the amount of funds to be 
earmarked for contracts and orders covering current and future 
deliveries of goods and services, the amounts of the appropriations 
requested for any year under the present method are not, in many 
cases, closely related to the cost of planned performance under the 
programs during that year. This results in large carryovers of 
appropriation balances from year to year, and I might say at this 
me that, with respect to foreign aid, the carryover this year will 

over $3 billion. 

Senator SmrrH. How much was that, Mr. Campbell ? 

Mr. Campsety. Over $3 billion. That will be the carryover. 

Senator Humrnrey. Mr. Campbell, at that point is it fair to say 
that oe carryover is being liquidated? It is being reduced each year, 
isn’t it? 

Mr. Camrsett. That will depend upon the appropriation action 
taken this year. 

Senator Humenrey. Did you say a $3 billion carryover? 

Mr. CampseE... It is over $3 billion. 

The 1958 budget contains requests for appropriations and other 
obligating authority totaling $73.3 billion. This is in addition to a 
$70 billion balance of appropriations and other obligating authority 
carried forward from prior years. As a result, $143.3 billion is pro- 
posed to be available to the agencies during 1958, with actual expendi- 
tures estimated at $71.8 billion. These figures do not include trust 
funds from which expeditures are estimated at $14.4 billion. 

Senator Humrpnrey. That is a lot of money. 

Mr. Camesety. I think it is. 

The budget surplus or deficit is determined annually based on the 
difference between annual receipts and expenditures. But the ap- 
propriations, on the present basis, are in terms of obligations against 
the current and future years. Establishing a direct correlation be- 
tween annual appropriations and expenditures vests in the Congress 
and the President a greater opportunity to contro! the level of opera- 
tions during a particular budget year on the basis of conditions exist- 
ing in that year. 

As matters now stand, Congress has little control over spending, 
once the funds are voted, and the President has limited control over 
spending after apportionments of authority to incur obligations are 
made by the Budget Director to the agencies. The present situation 
stems from the fact that congressional control, through the appro- 
priation of funds, and Budget Bureau control, through apportion- 
ments, are both stated in terms of authority to obligate rather than 
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budgeted work plans for the cost of goods and services estimated to 
be received by the agencies. 

This does not measure currently the cost of progress or perform- 
ance where long-lead-time items are involved. It is only when a 
program is totally completed that obligations approximate costs and 
then only if all resources have been consumed. Under the annual 
accrued expenditure basis of appropriations, Congress would base its 
en of funds on the annual costs in relation to the accom- 
plishments obtained and to be obtained for those costs, in the light 
of current conditions and the inventories and other assets on hand, 
after considering the total estimated costs of a program. 

We believe that total estimated costs should be considered by both 
the agencies and Congress before a program is initiated in the Gov- 
ernment and while a program is being performed. All of the present 
safeguards of consideration and control of total program costs are 
retained under the annual accrued expenditure basis of stating ap- 
propriations. Indeed, they are improved because, in addition to pro- 
viding for consideration of the total estimated cost, this method of 
determining appropriations provides a means of direct congressional 
control over the yearly segments of planned performance. The pro- 
posed method provides for an orderly review by the Congress of the 
amount of funds needed in any year in relation to the year-by-year 
accomplishments and their costs as compared to each year’s estimated 
performance and estimated costs, as well as the continuing need of the 
program in relation to current national and international conditions. 

An examination of the present-day practices in the long-lead-time 
areas (for example, in procurement, construction, and research and 
development) involving extensive reprograming, a multitude of 
changes in engineering plans and specifications during the period of 
production of many items, and other factors, discloses the necessity 
for controlling total costs in terms of annual accrued expenditures. 
Because of these inherent factors in the operations involved, cost 
budgets as provided by Public Law 863, teamed with appropriations 
on an accrued-expenditure basis, would provide a type of continuing 
budget presentation that would bring out the adequacy of manage- 
ment planning or the lack of it and would give the Congress an op- 
portunity to have a voice in setting the level of operations from year 
to vear. 

It is inherent in the proposed annual accrued expenditure basis of 
stating appropriations that congressional authority be granted as 
necessary on long-lead-time items for the issuance of contracts which 
precede the phase of operations covered in an annual accrued expen- 
diture appropriation. The Hoover Commission noted this necessity 
in its discussion preceding its recommendation No.7. We believe that 
the necessity for forward planning authorizations, both as to timing 
and amount, should be determined by the Congress as circumstances 
may warrant. Ofcourse, under whatever method may be employed in 
granting such authorizations, the need for them would be subject to 
annual review from the standpoint of the costs and accomplishments, 
both completed and projected, and the proposed annual accrued ex- 
penditure appropriation. 

This authority has been exercised in the past by the Congress in 
the form of “contract authorizations.” The authority to include re- 
, quests for such contract authorizations in the budget, which is con- 
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tained i in the present section 201 of the Budget and Accounting Act, 
1921, in view of the definition of the term “appropriation” contained 
in section 2 of that act, will not be abrogated by the provisions of S. 
434. 

It is a significant fact, however, that heretofore both the “contract 
authorizations” and subsequent appropriations “to liquidate contract 
authorizations” were stated in terms of obligational authority. Un- 
der the annual accrued expenditure basis of : stating proposed appro- 
priations, any necessary authority to enter into contracts and orders 
for future delivery of goods and services would be stated on the obli- 
gational basis but the appropriation of funds would be stated an- 
nually in terms of the accrued expenditures for the year, based on the 
more precise planning possible on a year-by-year basis of planned 
performance. 

The need for contract authority, or any other form of obligational 
authority, in conjunction with annual appropriations on the “accrued 
expenditure basis, is limited to the areas of operations where forward 
contracting is required to provide an orderly flow of product. It 
will not ordinarily be required for salaries, allowances, travel ex- 
pense, and other current administrative expenses. 

A question has been raised as to whether the granting of contract 
authority for long-lead-time programs in an appropriation bill would 
be contrary to rule XVI of the Standing Rules of the Senate and, 
therefore, subject to a point of order. We have noted that on March 
21, 1957, Senator Kennedy filed an amendment intended to be pro- 
posed to S. 434 to clarify this point. We believe that an amendment 
to S. 434 to resolve this matter is highly desirable. 

The determination of appropriations on the annual accrued expend- 
iture basis, with concurrent authority to enter into contracts to insure 
orderly future deliveries of long-lead-time items, is in no way detri- 
mental to the interests of contractors. ‘hey would be paid for per- 
formance just as they are now, the only difference being that such 
payments would be made out of the funds appropriated by the Con- 
gress for that year and not out of funds appropriated in some past 
year. 

The Government’s lability to a contractor under a canceled or ter- 
minated contract would be no different than the Government’s lability 
in similar circumstances under the present method of stating appro- 
priations in terms of obligations. If, in the considered judgment of 
a Congress, a program entered into by an agency should be curtailed 
or eliminated in the best interests of the United States, the unper- 
formed portion of the contract would be canceled and undoubtedly 
the Congress would, if necessary, appropriate funds to pay for the 
termination. 

The year-by-year congressional control of program performance, 
inherent in the annual accrued expenditure basis of stating appropria- 
tions, provides the Congress with an improved current and continuing 
tool for exercising restraint over contracting on a program when ac- 
tual costs are substantially exceeding the original estimated costs, when 
performance is lagging behind schedule, or when the conditions under 
which the program was originally approved have changed substan- 
tially 

In view of the changes that are required in many agencies to place 
into effect the accrual accounting and cost budgeting practices author- 
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ized by Public Law 863, which are necessary to support appropria- 
tions on an annual accrued expenditure basis, we endorse proposed 
subsection 201 (c) that permits flexibility in the timing of the change 
in the method of stating appropriation requests. It is believed that 
it is essential to approach such a change on the basis of individual 
programs or appropriations rather than any sweeping across-the- 
board plan. 

First of all, the successful use of these practices presumes a basic 
foundation of adequate accounting and the ability to program ef- 
fectively. These fundamentals do not exist in a number of signifi- 
cant areas. To endeavor to adopt the annual accrued expenditure 
basis of appropriation before the groundwork is laid for it could only 
lead to confusion and unsatisfactory results. 

Moreover, the greatest advantages to be attained are in the areas 
of operations involving the long-lead-time commitments, such as in 
major procurement, construction, and research and development. 
These appropriations are relatively few in number and it is logical 
to prove the value to Congress and the executive branch of the revised 
practices in such areas before complete adoption of the practices, 
government wide, in the areas where the advantages to be gained are 
significantly less. ‘The selection of areas to be converted and the 
timing of the changes should be a matter of mutual determination 
by the C ongress, the Budget Bureau, and the individual agency. 

We believe that the legislation proposed in S. 434, if ‘effectively 
implemented, would provide both the President and the Congress 
much greater control over Federal expenditures. We recommend its 
favorable consideration. 

Senator Humpurey. Thank you very much, Mr. Campbell, for your 
comprehensive statement relating to this proposed legislation. 

I have just a few questions to ask that will pinpoint some of the 
observations which you have made, and possibly provide a concise 
summary of the major points you have given us. 

The basic objective of this bill, as you have stated and as its author 
has stated, is to give the — better control over expenditures 
by the executive agencies. Now in just simple, precise terminology, 
how would S. 434 do this, as you see it / 

Mr. Camprett. Well, Mr. Chairman, we feel strongly that the 
programs of the Government at the present time are extensive and 
expensive and that an annual review of all programs by the Con- 
gress is necessary. There may be cases where annual reviews are 
presently made, ‘but we feel that the present system of lump-sum 
financing of programs to be performed over sev eral years, which result 
in the tremendous ¢ arryover of appropriated funds which we now 
have, tends to minimize an orderly annual review of the actual accom- 
plishments and costs of the authorized programs. 

Senator Humpurey. The proposed legislation would make such 
review mandatory, would it not 4 

Mr. Campset.. It would. 

Senator Humpnrey. It would be an automatic responsibility on the 
part of the Congress every year, would it not ¢ 

Mr. Cameseii. The programs would have to be funded every yea 

Senator Humpurey. May I digress for a moment to express pub- 
licly a reflection that I had a moment ago when I saw a group of 
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young people enter the hearing room. I suppose they are high school 
students, senior high school students and college students and I won- 
dered how many of them realize the responsibilities of the witness. 

They know what a Senator’s responsibilities are in part, at least, 
but for those in the room who do not know, the Comptroller General, 
who is the witness at this time, is the agent of the Congress to watch 
over the expenditures of the executive departments of the Government 
and to give us recommendations for the improvement of fiscal con- 
trols over the use of public funds. 

I feel congressional hearings ought to be more than just for the 
edification of members of the committee—although that is essentially 
important—because this is public business and I like to have the om 
lic share in the business. I know that many people do not fully 
appreciate or understand—they would apreciate it if they understood 
it—the work of many of the officers who hold responsible positions in 
our Government. The gentleman who is testifying before us, as 
Comptroller General of the United States, has one of the most im- 
portant positions in the framework of the Government. It is upon 
such officers that much of the responsibility for conduct of Govern- 
ment rests. 

I would like to digress again to note for the record that we are 
fortunate this morning to have with us Representative Jolin T. Dris- 
coll, who is chairman of the committee on taxes in the Massachusetts 
Legislature, a friend of our distinguished colleague, Senator Ken- 
nedy. The subcommittee is, indeed, delighted to have Mr. Driscoll. 

We will proceed now. Do you have any other observation, Mr. 
Campbell ? 

Mr. Camrseti. No, Mr. Chairman. 

Senator Humpnurey. I have another question. Federal expendi- 
tures for fiscal 1958, according to your testimony, are estimated at 
$71.8 billion out of $143.3 billion of total obligation authority avail- 
able at the beginning of the fiscal year. This is in addition to the 
trust funds available. How would S. 434 provide for better control 
of such vast amounts of obligational authority ? 

Mr. Campsetyi. The Congress would fix precisely the sum of money 
which would flow into our economy as a result of the budget each 
year. At the present time, because of the present basis of the stat- 
ing of appropriations and other spending authority, which has re- 
sulted in a carryover of seventy-odd billion dollars of the spending 
authority granted in prior years, the Congress has little, if any, con- 
trol over the annual expenditure of the Siodacnieiet: Conceivably, 
expenditures in any year could run several billion dollars more than 
was originally estimated without the necessity for congressional ac- 
tion. Under S. 434, that could not happen. You would have com- 
plete control over the annual outlay. 

Senator Humpnurey. And the rate of expenditure ? 

Mr. Campseti. And the rate of expenditure. 

Now I may correct that, Mr. Chairman. You wouldn’t go into the 
controlling of the rate of expenditures month by month. 

Senator Humeurey. No, but annually. 

Mr. Cameseti. Annually, yes. 

Senator Humpnrey. That is what I meant. 

As you are aware, S. 434 provides that the amount of each fiscal 
year apropriation would be limited to the estimated expenditures for 
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that fiscal year. In your opinion, would this tend to obscure the total 
cost of a long-lead-time program such as, let us say, a public-works 
project for which subsequent appropriations would have to be made 
for several fiscal years ? 

I bring that question up because some critics of this proposed 
legislation state that the advantage of the present appropriations 
system is that the Congress knows the total amount a project is going 
to cost when it appropriates the funds for the project. 

Now this proposal would put the appropriations on a year-by-year 
basis. Do you think this would obscure the total cost ? 

Mr. Campseu. I do not think it would obscure the total cost of a 
program, Mr. Chairman, at all. I think that the entire program 
would be before the appropriate legislative committees and the Appro- 
priations Committees and, therefore, before the Congress as a whole 
and they could very well watch the program as it progresses, I might 
point out that under the present system, as you know, the overruns on 
contracts have been enormous in many areas, so that the present ar- 
rangement doesn’t always tell the story as to what a program is ulti- 
mately going to cost. 

Senator Humrurey. Another question: Is the accrued expenditure 
basis for stating appropriations compatible with accounting stand- 
ards prescribed by your Office, the General Accounting Office, under 
the Budgeting and Accounting Procedures Act of 1950? 

Mr. Campse tt. It is entirely so. 

Senator Humrurey. In other words, this legislation would not add 
to the complexity of Government accounting in any way ? 

Mr. Camppety. We believe it would simplify it. 

Senator Humrurey. You believe it would simplify it? 

Mr. Campse.t. Yes. 

Senator Humpnurey. In your opinion, would the Congress have as 
much control over contract authority requested for long-lead-time pro- 
grams as it presently has over the appropriations now made for simi- 
lar programs ? 

Mr. CaMPpBeELL. Just as much control would be available to the com- 
mittees and to the Congress. 

Senator Humrurer. Senator Thurmond? 

Senator THurmonp. I don’t think I have any questions. 

Senator Humrurey. Senator Smith? 

Senator Smirn. No questions. 

Senator Humrurey. Senator Kennedy ? 

Senator Kennepy. Just one point. In Mr. McNeil’s statement that 
he is going to make later this morning—and he is here now—he states, 
and I quote: 





Under these circumstances, while we find no provision in the legislation which 
would provide for the lapsing of such contract authority if granted at the end 
of the fiscal year, it is further understood from statements made to your com- 
mittee that it wouid be expected, under this legislation to make such contract 
authority available only for periods of 1 year at a time, irrespective of the pur- 
poses for which such contract authority was originally made available. 

(The quote to which Senator Kennedy refers appears on p. 34.) 

Senator Kennepy. That isn’t quite the way I have understood it. 

] J 
In my opinion, the contract authority which is actually utilized by the 
signing of a contract, will continue until the end of the contract and 
funds to cover the costs incurred in a given year pursuant to such a 
contract would be appropriated annually. 
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Mr. Campsetn. Senator Kennedy, our understanding is, and I think 
that we have gone into this matter very carefully, that there is no sug- 

stion here that a contract would lapse at the end ofa year. It would 

reviewed at the end of each year to decide whether the cancellation 
provisions in the contract would be exercised. 

All of ‘our Government contracts have very precise cancellation 
arrangements, so that it would mean a review at the end of a year, but 
it wouldn’t necesarily mean that the agency could look forward to the 
contract just being canceled or terminated at the end of every year. 
It might be a 5- or 10-year contract. I know many contracts which 
we have for 20 years, which would go forward. 

Senator Kennepy. Just one other statement that Mr. McNeil makes. 
I don’t mean to go ahead of him, but I just want to get your comments 
on this, Mr. Campbell, because it is very important. 

He states: 

The disadvantages of part-cash and part-contract authority have been well 
stated in the House Appropriations Committee Report No. 216 of this year. 

(The quote to which Senator Kennedy refers appears on p. 34.) 

Do you feel that the disadvantages that have been stated in the 
House Appropriations Committee report outweigh the advantages, 
of this method of operation ? 

Mr. Campsetu. This report referred to, Senator, I believe is the 
Mahon report of March 21, 1957. 

Senator Kennepy. I assume that is the one he is talking about. 
Would you say it is fair to describe this system as part-cash and part- 
contract authority, and if it is described that way, do you think the 
advantages outweight the disadvantages? 

Mr. Campsety. I don’t believe it would be any disadvantage to have 
the system set up whereby you could go forward with the contracts 
funded on an annual basis. The advantage of that system would far 
outweigh the disadvantages, I am sure. 

Senator Kennepy. Thank you, Mr. Campbell. Thank you, Mr. 
Chairman. 

Senator Humpnrey. When the Government enters into a contract, 
the moral obligation is upon the Government, as well as the legal obli- 
gation, unless the Government exercises contract cancellation provi- 
sions which are a part of the contract ? 

Mr. Camppe.u. That is correct. 

Senator Humpnurey. The obligation is upon the Government to com- 
plete the contract; is that not right? 

Mr. CAMPBELL. Yes, sir. 

Senator Humrurey. In other words, the obligation of the Govern- 
ment in a contract is like that of any other party, to fulfill the contract. 

Mr. CampsBeLL. Yes, sir. 

Senator Humpurey. A contract authorization can be for more than 
a fiscal year, even though appropriations are not initially provided 
beyond the first fiscal year; the obligation upon the contracting 
parties, nevertheless, is to fulfill the terms of the contract, unless it is 
canceled. 

Mr. Campse.t. Precisely. 

Senator Humpurey. And each year we would review this authority 
for the purpose of determining whether or not to exercise cancellation 
rig, which either party has aright todo. Is that not correct? 

r. CaMpBELL. That is correct. 





BUDGETING AND ACCOUNTING 31 


Senator Humpurey. I think this should be brought out because the 
point Senator Kennedy is making is the main argument that has been 
made against contract authorizations as a means of completing long 
lead-time programs, 

Mr. Camrse.t. I think it is quite important and we are well aware 
of that, but, on the other hand, we think that the review of these qpn- 
tracts annually is very important. 

Senator Humpurey. Congress has used contract authority in the 
past. Does S. 434, and the amendment that has been proposed, repre- 
sent an improvement over the previous use of contract authority in 
the other years ? 

Mr. Campse.u. We think it does. 

Senator Humpnrey. In what way ? 

Mr. Campseti. Because we will have an annual funding of the pro- 
grams and a review at the end of each year of the contract authority 
to be sure that the programs and the objectives have not changed; and 
that the art of doing the job has not improved considerably and there- 
fore perhaps another course should be taken in the contract work, 
probably under the same contract. 

Senator Humrpurey. In other words, this would compel both the 
executive agency, which is responsible for the fulfillment of the con- 
tract, and the Congress, which is responsible for appropriations for 
the project, to review meticulously each year not only the progress 
attained, but whether any changes should be made or the project 
continued. 

Mr. Camesett. That is correct. 

Senator Humpnrey. Thank you very much, Mr. Campbell. We ap- 
preciate your cooperation and your testimony. 

Mr. J. W. McNeil, Assistant Secretary of Defense (Comptroller). 

Mr. McNeil, may I make a friendly suggestion to expedite our work 
here? Would you be willing to summarize those portions of your tes- 
timony which are background material and then give us your conclu- 
sions on this legislation for the purpose of discussion? The Senate 
convenes at 12 noon; I would lke to complete these hearings this 
morning, and we have at least two more witnesses to be heard. 

Senator THurmonp. Mr. Chairman, I am going to have to leave to 
meet an 11 o’clock appointment, but I just want to tell Mr. McNeil 
that I will certainly read his full statement. 

Mr. McNett. Thank you, sir. 

Senator Humrpurey. Proceed, Mr. McNeil. 


STATEMENT OF W. J. McNEIL, ASSISTANT SECRETARY OF 
DEFENSE (COMPTROLLER) 


Mr. McNett. I will attempt to summarize my statement, as the 
chairman has requested. 

Senator Humpnrey. Thank you. Your statement will be made a 
part of the record. 

(The statement is as follows :) 


We appreciate the opportunity to again appear to discuss with you the basic 
considerations involved in stating proposed appropriations on an annual accrued 
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expenditure basis. The proposals currently pending before your committee 
covering this subject—which the Bureau of the Budget has advised us are in 
accord with the program of the President—are substantially identical to the 
pertinent provisions of S. 3897 of the 84th Congress. Copies of our statement 
made on that legislation on June 6, 1956, are available and I should like to insert 
them into the record at this time with your permission. In addition, I should 
like to present some further observations which may be of assistance to your com- 
mittee in consideration of the application of this legislation to the Department 
of Defense. 

No single managerial task, except for the Presidency itself, approaches in 
scope and complexity that involved in administering the Department of Defense. 
Responsibilities and problems of the Department of Defense, whether gaged in 
terms of manpower, material, money, worldwide area of operation, diversity of 
activities, technical problems, or any other similar measures are unique and 
dwarf, by comparison, any similar aspects that would be encountered in manag- 
ing even the largest and most complex of any of our industrial corporations. 
Our national security policy recognizes the necessity of maintaining substantial 
military forces at an adequate degree of readiness for an indefinite period in 
the future and to achieve this with maximum efficiency and economy, while at 
the same time taking in our stride such emergencies and unforeseen actions as 
are necessary on a moment’s notice—whether it be a Berlin airlift, a Formosa, 
or a Suez. 

That sound management principles should be applicable to all the activities 
of the Department of Defense, including financial management is clearly recog- 
nized. Over the years, the Secretaries of Defense, Mr. Forrestal, Mr. Johnson, 
General Marshall, Mr. Lovett, and Mr. Wilson, who has served in the office for 
over 4 years—all able and dedicated public servants—spent long hours over the 
months and years in the development of effective, understandable, and useful 
systems and orgaizations to achieve the maximum efficiency and economy of 
operation, as have literally thousands of competent and industrious personnel of 
the Department, both civilian and military. 

Contrary to the suggestion of some that there has been bureaucratic resistance 
to suggested improvements and changes, the Department of Defense and all of 
us have welcomed any recommendations, as well as congressional actions, that 
would provide a basis for improvement of any of our financial management 
practices. 

The most significant of these were the recommendations growing out of the 
first Hoover Commission study of the problems of financial management in the 
Department of Defense. These recommendations, made after careful and ex- 
haustive study of our operations by the task force were enthusiastically received 
by the Department and legislation necessary to implement the recommendations 
was drafted in the Department of Defense with the help and assistance of the 
task force. The Department enthusiastically supported the legislation before 
the Congress and it was adopted in substantially identical form as recommended. 
I may say that even in our enthusiastic support of the legislation before the Con- 
gress we recognized the principle that no price tag should be placed upon the 
adoption of any system and great care was taken so as not to mislead the Con- 
gress or the taxpayers as to the dollar value of the improvements recommended. 
It might be pointed out, however, that the establishment of the stock fund 
principle called for in just one section of title IV has resulted in a return to 
the Treasury of in excess of $3 billion. The job of implementation of title IV 
is not finished, but no unsupportable and controversial estimates have been given 
or will be given with respect to the substantial savings contemplated under the 
systems established pursuant to its provisions. 

Among other legislative enactments, recommendations, and suggestions sup- 
ported and fully implemented by the Department of Defense have been: 

(1) The revisions of the Antideficiency Act enacted in the general appropria- 
tion bill in 1951. The Department has issued the most extensive regulation in 
implementation of this provision of any of the agencies of Government and 
enforces both the letter and the spirit of this statute with the recognition that 
it is the keystone of successful utilization of resources made available by the 
Congress. 

(2) Section 638 of the Defense Appropriation Act, 1953, provided the basis— 
through control of obligations—for the establishment of a comprehensive system 
of supply management. The Department has found in this provision a basis 
for literally hundreds of improvements in the area of supply management. 

(3) Section 1311 of the Supplemental Appropriation Act, 1955, provided for 
the first time a comprehensive statutory definition of obligations. Again the 
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Department has the most comprehensive implementing regulations and is rigidly 
enforcing the provisions of this statute since it is recognized as a most progres- 
sive step in financial management. Growing out of this statute, as well as title 
IV, was the establishment within the Department of Defense of the comprehen- 
sive commitment accounting system which I believe is unique among the Govern- 
ment agencies. 

(4) Secretary Wilson’s Advisory Committee on Fiscal Organization and Pro- 
cedures in the Department of Defense, through its working groups in discussions 
and field visits acquired a knowledge and understanding of the operations of 
this Department. The results of the efforts of these groups has been the adop- 
tion of many recommendations for improvement of financial administration in 
the Department of Defense. A significant one currently under implementation 
is the complete revision of the financial, funding, and accounting of the con- 
struction activities in the Department. 

I have taken the time to run through some of the evidence of the desires of 
the Department of Defense to welcome changes which will result in economy 
and efficiency in its financial operations so that the common objective of both 
the Congress and the executive branch of reduction in the costs of defense with- 
out loss of security can be achieved. 

As indicated in our statement of last year, the Department of Defense has 
had difficulty in evaluating the current proposals because of lack of clarity as 
to how it was intended that they should be implemented, if enacted. Only 
recently, under date of March 25, 1957, did we receive an outline plan. 

(The outline plan, prepared by the Bureau of the Budget staff, to which Mr. 
MeNeil refers, follows :) 

“1. Appropriations would not differ from appropriations as at present, in the 
sense that they would cover both obligational authority and expenditure author- 
ity. The significant difference is that appropriations as presently made may be 
obligated for goods and services for which a need develops in the current year, 
and expended when such goods and services are received whether in the current 
year or in subsequent years; whereas appropriations on an accrued expenditure 
basis may be obligated and expended for goods and services which would be 
delivered in the current year, whether such goods and services were ordered 
under obligating authority in prior years or under the current year appropriation. 
In other words, orders placed in prior years which are to be delivered in the cur- 
rent year become charges against the current year appropriation; and addi- 
tional obligations for goods and services to be delivered in the current year may 
be entered into to the extent of the difference between (1) the total of the appro- 
priation and (2) the orders from prior year obligating authority which are to 
be delivered during the current year. 

“2. The proposed amendment to S. 434 would add section 2, which contains 
specific authority for inclusion in appropriation acts of contract authority. The 
amount of any such authority would be in addition to the appropriation for 
annual accrued expenditures. The contract authority would be used to cover 
obligations for goods and services which would be received in subsequent years. 

“3. Where a specific contract contemplated receipt of goods and services both 
in the current year and in subsequent years, the obligational authority therefor 
would be derived (1) from the appropriation on an annual accrued expenditure 
basis for goods and services to be delivered in the current year, and (2) from 
the contract authority for goods and services to be delivered in subsequent years. 

“4. Whether the unused balance of the contract authority at the end of the 
year would lapse or be carried forward would depend upon the terms of the 
appropriation act. However, in view of the stated objective of the Hoover Com- 
mission to control Government programs on an annual basis, it seems unlikely 
that there would be any inclination to continue the unused balance of the con- 
tract authority beyond the close of the current fiscal year. 

“5. Whether the contract authority would be sufficient to complete a project 
or simply to cover the obligations (over and above accrued expenditures in the 
current year) to be incurred in the current year is a question which would be 
decided, as it is presently, in connection with each specific appropriation. Either 
basis for stating the contract authority would fit the contemplated procedure. 

“6. Under subsection 1 (e), the appropriation would lapse at the end of the 
year except for goods and services actually received during the year. Payment 
for goods and services which were intended for delivery within the year but not 
received until the following year would be charged against the appropriation for 
the following year. Similarly, unused contract authority which lapsed at the 
end of the year would have to be rejustified for the succeeding year. 
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“7, Under section 3679, Revised Statutes, the creation of an obligation must be 
backed either by an appropriation or by contract authority. Allotment controls 
would be required, as at present, but they would be divided into two parts: One 
to control deliveries to be accepted during the year regardless of whether the 
orders were placed in the current year or prior years; and the other, to control 
obligations for goods and services to be ordered during the year under contract 
authority for delivery in subsequent years. 

“8. A sample of appropriation language is as follows: 


RESEARCH AND DEVELOPMENT 


“For [expenses] accrued erpenditures necessary during the current fiscal 
year for basic and applied scientific research and development, * * *, as author- 
ized by law, $510,000,000, [to remain available until expended :] of which 
$110,000,000 shall be available only for accrued expenditures resulting from 
contracts entered into in prior fiscal years; and in addition, the Secretary of the 
Air Force is authorized to enter into contracts in the current fiscal year for the 
purposes of this appropriation, in an amount not to exceed $100,000,000, for goods 
and services to be received in subsequent fiscal years.” 

“9. A variation of this appropriation language might be: 


RESEARCH AND DEVELOPMENT 


“For expenses necessary for basic and applied scientific research and develop- 
ment, * * *, $510,000,000, to be computed on the basis of accrued expenditures; 
and, in addition, the Secretary of the Air Force is authorized to enter into con- 
tracts in the current fiscal year for the purposes of this appropriation, in an 
amount not to exceed $ , for goods and services to be received in subsequent 
fiscal years. 

This language is similar to that now used for Government corporations whose 
funds for administrative expenses are appropriated and apportioned on an 
aecrual basis.” 

As indicated in the outline plan and in recent statements before this commit- 
tee, one of the objectives of the legislation would be to provide contract authority 
to create obligation in advance of appropriations. We find nothing in the pend- 
ing bills which would accomplish this result, as it is understood that an amend- 
ment to the rules might be necessary to accomplish this. Under these circum- 
stances, while we find no provision in the legislation which would provide for the 
lapsing of such contract authority if granted at the end of the fiscal year, it is 
further understood from statements made to your committee that it would be 
expected, under this legislation to make such contract authority available only 
for periods of 1 year at a time irrespective of the purposes for which such 
contract authority was originally made available. The Department of Defense 
after long discussion of this subject by the Secretary of Defense, the Deputy 
Secretary of Defense, the Secretaries and Under Secretaries of the Army, the 
Navy and the Air Force, is deeply concerned and has concluded that it would 
be found costly and a real obstacle to sound programing, budgeting, and effec- 
tive operation unless obligational authority for long-lead-time programs were 
on a no-year basis as at present, particularly in consideration of the full cost of 
construction projects and procurement end items. The application of the full 
funding principle to programs such as construction, shipbuilding, aircraft pro- 
curement, research and development and other long-lead-time items was recog- 
nized by the legislative committees in the enactment of the basis organic law 
governing the Army, Navy, and Air Force. Section 40 of the codification of the 
laws applicable to the three military departments authorizes funds for these 
purposes to be appropriated on a no-year basis. The Appropriations Com- 
mittees, we think wisely and properly, consistently have followed this practice. 
Its advantages are many and obvious. The disadvantages of part cash and part 
contract authority have been well stated in the House Appropriations Committee 
Report No. 216 of this year. 

We believe the present basic system of appropriating obligational authority— 
granting that improvements might be made—is in the best interests of the tax- 
payer whether or not accrual expenditures are recorded and utilized as part of 
the budget process. If the Congress chooses, however, to provide obligational 
authority in some other manner it would not, in our opinion, be in the best in- 
trest of the Governmnt to do so by providing part so-called cash appropriations 
and part contract authority. 
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If the Congress chooses to provide obligational authority on a contract au- 
thority basis and appropriate on an annual expenditure basis—the cash expendi- 
ure basis or accrued expenditure basis is not important—there is a suggestion 
we might make which would involve consideration of the overall cost of each 
program presented and at the same time involve full consideration and review 
of expenditures: It is simply to provide obligational authority in full amount 
(not part casi and part contract authority) for programs authorized by the 
Jongress—on a no-year basis for procurement, construction, and research in our 
case—in a manner somewhat similar to the prsent act, but in a part II of the 
act to previde after examination and review of programs—the aggregate amount 
approved for expenditure for each department for the fiscal year—either on a 
cash expenditure basis or on an accrued expenditure basis. 

I should like to mention two other important points about which I believe 
there have been substantial misunderstanding and lack of information. Much 
has been said about the possibe lack of congressional control under current prac- 
tices. The criticism of current practices generally stems from a lack of under- 
standing of two very important considerations: (1) The purposes for which the 
carryover or unobligated balances are to be applied, and (2) the nature of the 
control of the Congress over program changes. Briefly, the unobligated balances 
in the Defense Department are reserved to meet the following general require- 
ments: 

(1) Shorter lead-time items. To assure that the latest technological advances 
are incorporated into the various components of major equipment items, and to 
avoid building up manufacturers’ order backlogs unnecessarily, contracts for 
shorter lead-time items should be let as late as possible, while still keeping 
delivery in phase with longer lead-time components. Funds are reserved to 
assure that orders for the shorter lead-time components can be placed at the 
appropriate time. 

(2) Subsequent engineering changes. We know from long experience that 
practically every major item of military equipment requires engineering changes 
after it has been placed in production. These changes are required as a result 
of technological advances, improvements developed in the course of production, 
or deficiencies that show up during initial tests. It is sound programing to recog- 
nize the fact that the costs of these engineering changes are part of the total cost 
of the item and to provide in advance, and to set aside, the funds required to 
meet them. 

(3) First destination transportation. The cost of first destination transporta- 
tion of long-lead-time items which will be delivered in a subsequent fiscal year is 
an integral part of the cost of placing such items in the inventory. The reserva- 
tion of funds te cover such costs provides an incentive for the contracting officer 
to specify whatever method of delivery is most advantageous to the Government. 

(4) Initial spares. It is the current procurement practice to provide funds, 
as part of the initial program, for certain spares and replacement items. 
Basically, the purpose of this is to permit ordering of spares while the dies, jigs, 
and tools are available and in place, and to make possible successful operation 
of the equipment when delivered. Before funds are obligated for spares, how- 
ever, definitive lists of the items and quantities required are worked out with 
the manufacturers. This requires a period of time during which all of the 
elements involved in determining the numbers of various spares, inclnding the 
rates of wear-out that can be anticipated, must be finalized. It is only then, 
after these determinations and negotiations have been completed, that funds are 
obligated for spare parts. Meantime, the necessary funds are set aside in order 
to assure that these items may be ordered and will be available in inventory 
and maintenance depots at the time the basic end items are delivered for use. 

(5) Work after delivery. In the case of ships, after delivery has been made 
by the contractor, certain electronics and other equipment must be installed at 
the navy yard before the ship can join the fleet. Funds are set aside to cover 
these installation costs. 

I have with me, for the use of the committee, a copy of the rather detailed 
analysis which reveals clearly the specific application of the carryover balances 
and shows the amounts set aside to complete the various programs authorized 
by the Congress. 

I should like to emphasize that under the law—that is the provisions of the 
Appropriation Act—the shifting of any funds, including these carryover balances 
from one appropriation to another, is prohibited. It has, however, long been 
the practice of the military departments in reallocating amounts within an 
appropriation for the same general purposes to advise the committees of Congress 
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of major reprograming both by way of specific requests for prior approval and 
i} notification for informational purposes, depending on the nature of the change. 

| Each appropriation in the Department of Defense depends for its accuracy on 
) the underlying components—projects and costs which make up the total. Under 
| the budget process the projects and costs are formalized some months in advance 
of the end of the fiscal year for which the funds are to be applied. Rigid adher- 
ence to each part making up the whole of the appropriation, particularly during 
a period of changing programs and costs, would unduly jeopardize effective 
accomplishment of current planned programs. 

Pursuant to a request by the House Appropriations Committee, the Department 
of Defense submits annually to that committee a report by January 15 of each 
year a detailed tabulation of all reprograming of funds affected between July 1 
and December 31, and a similar report by July 31 for the remainder of the 
fiscal year. 

Mr. McNet. First, we appreciate the opportunity to discuss this 
bill again, as we did last year, because the bill itself as worded doesn’t 
spell out the mechanics of how it will be carried out. That bothered 
us last year ; it bothered us all through the last year. 

In attempting to provide information that might be helpful to the 
members of the subcommittee in considering a problem of this kind, 
it is very helpful for us to know what is intended under this legisla- 
tion, and only recently we were able to get a rather clear idea of what 
was intended. 

Before I go into that, I would just like to mention that there are 
2 or 3 pages of my statement which I will not read, but in which an 
effort is made to point out to this subcommittee what I felt to be an 
erroneous impression that has been given; that many of us in the De- 
partment of Defense and perhaps other agencies do not have as great 
an interest in getting this job done for the good of the taxpayers, as the 
taxpayers would like. In fact, there are a good many people, includ- 
ing my five previous “bosses,” from Forrestal through Johnson, Lovett, 
General Marshall, and Wilson, who have spent a good many of their 
waking hours trying to get this job done better for Uncle Sam. So I 
first wanted to assure the subcommittee there has been no foot drag- 
ging in the Department of Defense but we do like to know that the 
things being proposed are actually not going to be just advertised 
panaceas but will actually give the results to all of us that your sub- 
committee is seeking. 

In that connection, we sponsored legislation to implement the recom- 
mendations of the first Hoover Commission—in fact, we went beyond 
the suggestions they made to tighten up and improve our fiscal con- 
trols. We have not finished with that job yet, but we have made 
tremendous progress. 

I mention in the statement that, under just one section of that legis- 
lation, which we ourselves promoted, in the last 4 years we have re- 
turned $3 billion to the Treasury. I only point that out as an exam- 
ple of what we are trying to do. 

We feel that we can and must do a good job for the country as a 
whole, while carrying out the basic military policy, which is to main- 
tain a strong defense indefinitely, so long as it is necessary in this 
period of tension, and that is our basic idea behind practically all of 
the things that we do. 

Turning now to the question of what would be done under legisla- 
tion of this kind, which I think is the key to the whole thing, we don’t 
quarrel about the accruing expenditure basis. We are not, however, 
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going to save the money that the people have said we are by adoption 
of such a method. It just isn’t going to happen. 

Senator Humpnrey. What you are saying there, Mr. McNeil, is, 
you feel there has been a little exaggeration as to the dollar savings 
related to this program. 

Mr. McNett. Oh, definitely, sir. 

One example, if I may, sir: In 30 percent of our total appropria- 
tions, about $10 billion for military personnel, no kind of accounting 
is going to change by $1 what we spend for military personnel on 
a given number. The rank and rate structure is controlled by law. 
The pay rates are controlled by law. The only way we can reduce 
such expenditures is to reduce the number of people or reduce the 
rank or grade structure below the authorized statutory grade distri- 
bution. 

But those appropriations today are, for all practical purposes, on the 
accrual basis, which means, in essence, that the amount of money 
provided by Congress is exactly what is going to be paid for their 
services from July 1 to June 30, the following year. 

Now, we don’t pay it all out by June 30. To the extent that the 
last 15 days’ pay is paid in July, that, in effect, is an accrued expense. 
It is not paid.. All I am trying to say, Mr. Chairman, is that there 
is no change in an accounting system that is going to reduce expendi- 
tures in that 30 percent area of our Department of Defense by 1 
nickel. So it is wrong to imply that we can save 8 or 10 percent if 
you apply this change in budgeting and accounting. Frankly, it 
isn’t going to happen, and I don’t want the committee misled. When 
I say that, I am not against the accrued accounting principle because 
we have to have it in many areas of our Department or we won’t run 
the business smartly. 

In trying to find out what was intended to be done to implement 
this legislation, as indicated in my prepared statement, I rczeived 
the first rather clear outline on March 25, 1957—just recently. I 
would like, if I may, sir, to read this statement of how some of the 
proponents intended to implement it. This is the stated plan— 

1. Appropriations would not differ from appropriations as at present, in the 
sense that they would cover both obligational authority and expenditure au- 
thority. The significant difference is that appropriations as presently made 
may be obligated for goods and services for which a need develops in the cur- 
rent year, and expended when such goods and services are received whether 
in the current year or in subsequent years; whereas appropriations on an ac- 
erued expenditure basis may be obligated and expended for goods and services 
which would be delivered in the current year, whether such goods and services 
were ordered under obligating authority in prior years or under the current 
year appropriation. In other words, orders placed in prior years which are to be 
delivered in the current year becomes charges against the current year ap- 
propriation; and additional obligations for goods and services to be delivered 
in the current year may be entered into to the extent of the difference between 
(1) the total of the appropriation and (2) the orders from prior year obligating 
authority which are to be delivered during the current year. 

2. The proposed amendment to 8S. 434 would add section 2, which contains 
specific authority for inclusion in appropriation acts of contract authority. The 
amount of such authority would be in addition to the appropriation for annual 
accrued expenditures. The contract authority would be used to cover obliga- 
tions for goods and services which would be received in subsequent years. 

3. Where a specific contract contemplated receipt of goods and services both 
in the current year and in subsequent years, the obligational authority therefor 
would be derived (1) from the appropriation on an annual accrued expendi- 
tude basis for goods and services to be delivered in the current year, and 
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(2) from the contract authority for goods and services to be delivered in sub- 
sequent years. 

4. Whether the unused balance of the contract authority at the end of the 
year would lapse or be carried forward would depend upon the terms of the 
Appropriation Act. However, in view of the stated objective of the Hoover 
Commission to control Government programs on an annual basis, it seems un- 
likely that there would be any inclination to continue the unused balance of 
the contract authority beyond the close of the current fiscal year. That is a 
very important point—very important. 

5. Whether the contract authority would be sufficient to complete a project 
or simply to cover the obligation (over and above accrued expenditures in the 
current year) to be incurred in the current year is a question which would be 
decid connection with each specific appropriation. 
tither basis for stating the contract authority would fit the contemplated 
procedure. 

6. Under subsection 1 (e), the appropriation would lapse at the end of the 
year except for goods and services actually received during the year. Payment 
for goods and services which were intended for delivery within the year but 
not received until the following year would be charged against the appropri- 
ation for the following year. Similarly, unused contract authority which lapsed 
at the end of the year would have to be rejustified for the succeeding year. 

7. Under section 3679, Revised Statutes, the creation of an obligational must 
be backed either by an appropriation or by contract authority. Allotment con- 
trols would be required, as at present, but they would be divided into two parts— 
one to control deliveries to be accepted during the year regardless of whether 
the orders were placed in the current year or prior years, and the other to control 
obligations for goods and services to be ordered during the year under contract 
authority for delivery in subsequent years. 

8. A sample of appropriation language is as follows: 

This gives an example of research and development in the Department of 
Defense : 

“For accrued expenditures necessary during the current fiscal vear for basic 
and applied scientific research and development * * * as authorized by law, 
$510 million, of which $110 million shall be available only for accrued expendi- 
tures resulting from contracts entered into in prior fiscal years; and in addition, 
the Secretary of the Air Force is authorized to enter into contracts in the current 
fiscal year for the purposes of this appropriation, in an amount not to exceed 
$100 million for goods and services to be received in subsequent fiscal years.” 


Such a plan would lay the groundwork for an extremely difficult 
administrative process. It would be quite complicated and, quite 
frankly, we would have to do a lot of accounting without any material 
benefit as far as I can see. 

There are alternate ways, of course, that the Congress might decide 
to provide appropriations, but this was the outline plan which was 
proposed to implement this legislation. 

Senator Kennedy asked a couple questions, so I think this next state- 
ment would be pertinent as to several of the questions he asked of 
Mr. Campbell. 

Senator Humpurey. Would you give us again your interpretation 
of the material which you have just read for purposes of identification ? 
Is that an official Bureau of the Budget regulation ¢ 

Mr. McNett. It is not a regulation as yet; it is an interpretation in 
response to our request as to how this legislation would be implemented 
or as to how it was proposed to be implemented if legislation of this 
kind were made a part of law. 

Senator Humpnrey. Do you consider this interpretation to be bind- 
ing in case the legislation is adopted or is this an informal statement 
or presentation to you for pur poses of guidance and discussion ? 

r. McNeu. I think, Mr. C hairman, that the legislative history— 
if it were silent on the snbject—might give a blessing to this kind of 
an approach. If this committee in reporting out a bill indicated 
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its general thoughts in the committee report, it would give a legislative 
history as to how you intended the new bill to work and it would be 
very helpful, sir. 

Senator Humprurey. I would hke to be more specific. Starting 
with item 1 of this memorandum, appropriations would not differ from 
appropriations as of the present in the sense that they would cover 
both obligational authority and expenditure authority. Then, con- 
tinuing the next three pages, through the examples of appropriation 
language for the research and development projects, are these examples 
or interpretations that you are presenting, after consultation with the 
Bureau of the Budget, as to how you believe the bill would be 
implemented ? 

Mr. McNetu. No, sir. This is their wording. They wrote this in 
response to our request as to how they would propose to implement 
legislation of this kind. 

Senator Humeurey. I understand. The Bureau of the Budget pre- 
pared this. Now the Bureau of the Bureau has supported the pro- 
posed legislation and yet the testimony which you present seems to 
cast some doubt as to certain areas of this legislation, as to its validity, 
as to its value. 

Mr. McNerr. That is correct, sir. 

Senator Humrurey. There is a contradiction here. I want to know 
whether or not you consider this materia] that you have just read, 
binding or advisory—whether you consider it a directive or merely an 
informal interpretation for discussion purposes. 

Mr. McNett. It is not a directive; it is, rather, an explanation of 
their thoughts as to how this legislation would be implemented if 
passed—an outline plan of how they propose to implement it. The 
actual implementation would, of course, be quite detailed. That is 
why I would call it an outline plan for implementation if the legisla- 
tion were passed. 

Senator Humpnrey. An outline plan? 

Mr. McNeuw. As to how they proposed to implement it. 

Senator Humpurey. As you know, this bill provides that the Presi- 
dent shall have the authority to implement the objectives of this legis- 
lation. That would mean the Bureau of the Budget and the Depart- 
ment of Defense and other agencies affected would work out the details 
of implementation that would be most effective and practical. Is that 
right? 

‘Mr. McNem. Yes. But the ray legislation of this type is finally 
interpreted and put into action depends a great deal on the legislative 
history of the original bill—because to carry out the intent of Con- 
gress it is helpful not only to just take the words of the statute, but 
to know what the objective is they are attempting to reach, and also 
the mechanics of reaching it, and if the problems are not rather clearly 
understood, the points are not brought out, it is very easy to get a 
legislative history that makes for rather difficult operation under a 
law which otherwise might be ®ery worthy in its objective. 

Senator Humpnrey. That is exactly why, Mr. McNeil, I am con- 
cerned about the memorandum that you read. I don’t want any 
misinterpretation placed upon it because the Bureau of the Budget 
Is going to testify this morning on behalf of the bill. I want to make 
sure that what we are hearing here is an expression or interpretation 
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of how this could be done or would be done, rather than anything that 
is binding as legislative history. 

Mr. McNet. The outline which I have read—if not questioned 
now—would come near being, I think, an official expression of an 
outline plan for implementation. 

Senator Humpnrey. I will ask Mr. Brundage about that when he 
testifies. 

I want to call your attention to the language under subsection (c) 
of the bill. It says: 


The amount of proposed appropriations referred to in sections 201 (a) and 
203 of this act shall, to the maximum extent deemed desirable and practicable 
by the President, be determined on an annual accrued expenditure basis. 

So the President really determines the degree and the proportion 
and the extent of conversion to the annual accrued expenditures basis. 

The specific language is— 

To the maximum extent deemed desirable and practicable by the President. 


Mr. McNetu. The details of this plan and the validity and power 
behind the details of this plan depend a great deal on what this com- 
mittee does and, of course, what the Appropriations Committee may 
do in the future. 

Senator Humpurey. Exactly, and upon the subcommittee’s conclu- 
sions from these hearings. 

Mr. McNew. That is right. 

Senator Humpnurey. What I am pointing out is that the memo- 
randum prepared by the staff of the Bureau of the Budget, is sub- 
ject to the language of subsection (c) of the bill, which places the 
responsibility for the degree and extent of the application of the 
accrued expenditure basis directly upon the President. This means 
that the Bureau of the Budget would work out the details of imple- 
mentation with the responsible agencies affected, as the President di- 
rects. I also call your attention to subsection (d), which states: 

The conversion to the use of the annual accrued expenditure method for 
stating proposed appropriations in accordance with section 201 (c) of this act 
shall be accomplished in such manner and at such times as may be determined 
by the President. 

Mr. McNett. Yes; I understand, Mr. Chairman, but I just wanted 
to make the one point again that the contemplated basis for appro- 
priation requests being submitted on the basis of part cash, part con- 
tract authority with the unobligated authority to lapse at the end 
of each fiscal year is not, in my opinion, in the best interests of the 
United States. If that point isn’t brought up for the consideration 
of this subcommittee and there isn’t some expression of view upon it, 
conceivably the impression will be that such a procedure is to be the 
policy—that this stated policy is the one you have blessed and we 
are tocarry out. 

Senator Humpnrey. No. I want to say to the contrary: This bill 
is not intended to spell out. details. The details are to be left in the 
hands of the President and his responsible agents. The intent is to 
establish policy and the policy is stated precisely and concisely in sub- 
section (b), as follows: 


It is therefore the policy of Congress that estimates for proposed appro- 
priations will be determined on an annual accrued expenditure basis. 
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The matter of contract authority has been traditional with the 
Congress. I am quite certain that contract authority does not neces- 
sarily expire at the end of a fiscal year. I think the Comptroller 
General made that quite clear in his testimony today and the only 
time this ghost was raised was when it was raised within this staff 
memorandum the Bureau of the Budget gave you, which I under- 
stand is an informal interpretation only. The terminal date of a 
contract is in the contract, except as it may be qualified by the can- 
cellation clause. 

Mr. McNet.. Senator, that is not quite the problem. I would agree 
that this would not change a contract if in this year or in 1958 we 
placed a contract for some particular item to run 3 years. That 
would not have to be revalidated by the Congress. That could stand, 
but that is not the problem, sir. 

We have tried to put a little bit of good business management into 
our place. We, in the case of the so-called long-lead-time items— 
and, incidentally, there is a misunderstanding about what they are— 
have endeavored to do a better job by discouraging the buying of 
every component at one time; for instance, buying everything needed 
for a ship at the time the keel is laid. 

Yet, we should have the full authority to finish it because we 
shouldn’t start it unless we are going to complete it, but there are cer- 
tain armaments, certain gear to go aboard that ship that we should not 
buy in that first, or even the second, fiscal year. That would be unused 
obligational authority at June 30—the end of a fiscal year. We care- 
fully set that aside in a positive reserve so it can’t be used for anything 
else, but when we do get ready to buy the gun, the missile launcher, 
the catapult or whatever it is that goes aboard that ship—which we 
can buy 1 year or 2 years later, we have the authority and we can buy 
it at the proper time. 

We have found in the past tremendous waste when they reached 
out to buy all of the components of an item at the tirae they started 
the project because in the meantime there are improvements in design 
and some of the material might well have to be scrapped. 

Now, it is that type of authority we feel very strongly should be 
continued. 

Senator Suir. Mr. Chairman 

Senator Humrurey. Senator Smith. 

Senator Sairn. Mr. McNeil, don’t you have to contract for those 
items at the time the ship, for instance, is contracted for? What 
assurance is there that you are going to have that ship completed if you 
don’t make the contract immediately ? 

Mr. McNeru. Well, let’s take the example of a very heavy ship that 
takes 3 years to construct. The keel, of course, is the first basic step. 
The propulsion machinery will be bought separately and no doubt pro- 
vided as what is termed Government-furnished equipment. It is quite 
possible the propulsion machinery does not have to be ordered until 
1 year after the contract for the hull is let. The work in the yard 
to finish outfitting doesn’t have to be obligated or paid for, perhaps, 
for 214 years after the keel is laid. Any time we place a contract in 
advance of when we have to for any of the components necessary to 
meet the overall schedule, we create the possibility of waste in doing 


the job. 
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For example, a missile launcher that takes, let’s say, 1 year from the 
time the order is placed until it is deliv ered. It does riot have to be 
ordered at the time the keel of a heavy vessel is laid. It can be ordered 
| 18 months later, and we should order it 18 months later because the 
missile launcher will at that time incorporate the latest developments 
and probably be a little different in specifications than the one we 
would buy earlier. 

Senator Sarre. But you must have some authorization or some 
contract at the beginning to be sure that 18 months hence you have 
the authority to place those orders. 

Mr. McNem. Senator Smith, you are making exactly the point we 
have been trying to mzke. We ought to have the full author ity in the 
beginning and lock it up so we can take it off the shelf at the appro- 
priate time to complete the job as approved by the Congress. 

Senator Smirx. But you don’t necessarily have to have the money ? 

Mr. McNem. We have to have the authority to contract. 

Senator Smirxu. But you don’t have to have the money ; you just have 
to have the authority ? 
Mr. McNerm. Whether it is in the form of cash or obligational 





authority at that time doesn’t make any difference so long as it is avail- 
; able at the time the contract starts. 
Senator Humpnrey. Do you interpret this legislation as denying 
you this basic authority ? 
Mr. McNett. Not as long as the subcommittee realizes that such 
I things as I have been mentioning should be provided for and the 
legislation wasn’t passed with the idea that such contract authority 
f would lapse on each June 30. 
Senator Humenrry. I think it is clear now at least as to the intent 
| of the members of the subcommittee that contract authority for long- 
. lead-time programs should not automatically lapse at the end of a fiscal 
year. It should be thoroughly reviewed, however, each year. 
Mr. McNetn. You see the legislation itself doesn’t touch this point 
at all, so if it doesn’t touch it, it would be helpful if the subcommittee 
| in its report, which gave its understanding of what the bill should 
accomplish and the way it should be carried out, should cover this 
point. 

Senator Humpnrey. I assure you this will be covered in the report. 

Mr. McNeil, we want to commend you and the Department of De- 
fense for the good work that already has been done in implementing 
the recommendations of the Hoover Commission for the improvement 
of your budgeting, accounting, and other operating procedures which 
you mentioned in your statement. We are not unaware of that. 

Mr. McNeu.. Tappreciate that. It is the unused obligational or con- 
tract authority as of each June 30 that is really one of the troublesome 
problems. 

If I might just touch on an excerpt from my statement, I think I can 
bring out this point and I might have a suggestion to make, if I may. 
I would like to say first, however, that the Department of Defense has 
considered this bill quite thoroughly. Secretary Wilson, Deputy Sec- 
retary Robertson—who was a very active member of the Hoover Com- 
mission group—and the Secretaries of the Army, Navy, and Air Force 
have considered it, so consideration of this bill hasn’t been just a lightly 
brushed-off type of thing. We really tried to think it through ‘after 
long discussion. The officials I just mentioned are very deeply con- 
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cerned. They have concluded that, if the outline plan that I men- 
tioned earlier were to be put into effect, it would be costly and a real 
obstacle to sound programing, budgeting, and effective operation. 

Now I want to emphasize the point that this is true unless the 
obligation authority for long-lead-time items is to be on a no-year basis, 
as it is at present. 

The application of this full funding principle to these programs of 
construction—shipbuilding and aircraft procurement, research and 
development, of lead-time items of that kind—was recognized by the 
legislative committees in the enactment of the basic organic law cover- 
ing Army, Navy, and Air Force. Section 40 of the codification of 
the laws applicable to the three military departments authorize funds 
for these purposes to be appropriated on a no-year basis. The appro- 
priations committees, we think wisely and properly, consistently have 
followed this practice. Its advantages are many and obvious. The 
disadvantages of part cash and part contract authority have been well 
stated in the House Appropriations Committee Report No. 216 of 
this year, as Senator Kennedy mentioned a few minutes ago. 

We would like to state that we believe that the present basic s system 
of appropriating and obligational authority, and we grant that im- 
provement might be made, is in the best interests of the taxpayer, 
whether or not accrual expenditures are recorded and utilized as part 
of the budget process. If the Congress chooses, however, to provide 
obligational authority in similar manner, it would not, in our opinion, 
be in the best interests of the Government to do so by providing part 
so-called cash appropriations and part contract authority. 

If the Congress chooses, however, to provide obligational authority 
on a contract authority basis and appropriate on an annual expendi- 
ture basis—the cash expenditure basis or accrued expenditure basis is 
not, important—there 1s a suggestion we might make which would 
involve consideration of the overall cost of each program presented 
and at the same time involve full consideration and review of expendi- 
tures. It is simply to provide obligational authority in full amount, 
and I want to repeat, not part cash and part contract authority, for 
programs authorized by the Congress—I plead that we never get into 
that mess again—on a no-year basis for procurement, construction, 
and research in our case, in a manner somewhat similar to the present 
act, but in a part IT of the act to provide, after examination and re- 
view of programs, the aggregate amount approved for expenditure 
for each department for the fiscal year, either on a cash expenditure 
basis or on an accrued expenditure basis. 

Senator Humpnrey. Would you mind explaining to the subecom- 
mittee just what the basic difference between what you have recom- 
mended and what this bill provides ? 

Mr. McNet.. The bill would permit it, but doesn’t provide it. 

Senator Humenrey. All right, the bill permits it. The bill lays 
down a policy declaration by Congress to which you subscribe. That 
policy declaration is that estimates for proposed appropriations will 
be determined on an annual accrued expenditure basis. I gather that 
you, sir, representing the Department of Defense, would not disagree 
with that objective. Is that correct ? 

Mr. McNet. First, it won’t give you the profit that has been adver- 
tised ; second, we don’t object to it because we are working toward the 
same end result. 
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Senator Humpurey. You are working toward it and it is an ob- 
jective you would like to attain. Is that right? 

Mr. McNen. It isn’t going to give Uncle Sam the net profit that 
has been stated. 

Senator Humpnrey. Let’s not worry about that. I grant you that 
sometimes people are dazzled by the various exaggerations as to how 
many billions of dollars are going to be saved by implementation of 
the Hoover Commission reports. But the main thing I am concerned 
about it whether we are perfecting legislation here that No. 1 gives 
the Congress, the elective representatives, a means for better control 
over the program planning and expenditures; No. 2, which holds the 
Congress accountable for program planning and expenditure con- 
trol. 

Today we have the responsibility, but we are not necessarily held 
accountable. Once we grant obligational authority, there is too great 
a tendency to leave it to the agencies to decide from there on out 
how they are going to spend the money. 

Mr. McNeu.. Senator, that isn’t the way this business runs. 

Senator Humpurey. Maybe it isn’t the way it runs all the time, 
but I want to say this to you, Mr. McNeil, I have been on the Foreign 
Relations Committee a little while and I know something about what 
happens to obligation authority once it is granted by the Congress, 
and I am not happy about it. I think obligation authority causes more 
trouble to the Congress than any other one thing because the figures 
change faster than a child’s temperature when he has the measles— 
up and down all the time. One day the figure is this and one day it 
is that and nobody knows exactly what it is, despite the best efforts we 
make to keep up with it. 

Mr. McNem. You are speaking of the foreign aid program ! 

Senator Humpnrey. I am speaking of the foreign military aid 
program. 

Mr. McNer. That is what I mean, the foreign military aid pro- 
gram is a program that has been reviewed annually and on an annual 
basis, so the annual review approach—by itself—doesn’t solve the 
problem. We have to get the program sound or it doesn’t work. 

Senator Humpnrey. Your own obligational authority in the De- 
pacman of Defense has been a source of great concern, as you 

ow. 

Let me ask you this question because we are right here on the key 
point. Do you agree this proposed legislation is a statement of con- 
gressional policy and a statement or general purpose ? 

Mr. McNett. It is a statement of policy, in my opinion, sir. It is 
rather incomplete, I believe, as to the general method of implemen- 
tation. It is incomplete unless there is a general understanding of 
about how the policy should be carried out. I don’t mean that it must 
spell out all the details. 

Senator Humpnrey. Is it not true that the bill gives the President 
the widest flexibility in implementing this legislation in the most 
practical manner ? 

Mr. McNerm. Not when it includes language such as “to reduce 
and eliminate the large carryover balances of appropriations from 
one fiscal year to another.” That could easily be interpreted, and 
undoubtedly would be, under the explanations we have received, that 
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you couldn’t carry over the balances necessary to complete a project 
you have justified and which had been approved. 

Senator Humpurey. Mr. McNeil, I fully appreciate your valiant 
defense of what you believe to be a sound business position in the 
Department of Defense and I recognize the many problems which con- 
front you. However, is it not true that the details of this proposal 
are to be worked out by your own agency, the Department of Defense, 
and the Bureau of the Budget under the direction of the President ? 
Isn’t it your real concern that the Bureau of the Budget may not 
implement the proposal as you would implement it. 

Mr. McNett. It’s already been done, if they carry out the policy 
in the manner they have stated. 

Senator Humpnrery. Therefore, your concern over proposed im- 
plementation should be directed to the President, not to the Congress. 

Mr. McNetu. No, sir. I think it is here on the hill because if this 
subcommittee and the Congress, as a whole, considers that the outline 
plan which [ quoted is the pattern to be favored in the legislative 
history of the bill then, frankly, we are going to be in trouble. 

Senator Humpnurey. Now just a minute. The subcommittee has 
endorsed no outline plan. Are you talking about the Bureau of the 
Budget memorandum? Is that what you are talking about? 

Mr. McNem. Yes. Other witnesses have supported this under the 
Hoover Commission recommendations and this is based on those 
recommendations. 

Senator Humpnrey. You refer to the Bureau of the Budget’s inter- 
pretation of implementation of the bill ? 

Mr. McNet. Yes. 

Senator Humpurey. I refuse to accept that interpretation as bind- 
ing until we have an official directive or a law on the statute books. 
This is merely an interpretation by the staff of the Bureau of the 
Budget, which they gave to you in answer to an inquiry. It is an 
informal interpretation or discussion memorandum at best; isn’t that 
right? 

Mr. McNet.. Yes, but I still say it is the outline plan that would 
be proposed to be carried out if this is passed. 

Senator Humreurey. Do you have any doubt as to the intention of 
this subcommittee as to the exercise of contract authority ? 

Mr. McNett. I don’t have it clear, sir. 

Senator Humprrey. You do not have it clear? 

Mr. McNet. No; I don’t. 

Senator Humpurey. You have been listening to what we have said. 

Mr. McNeuw. I think I would interpret, however, that the subcom- 
mittee perhaps hasn’t firmed up its position, but does have the im- 
pression that contract authority, if that method were chosen, should 
be provided at one time to complete the project, even if the cash 
payments were provided for on an annual basis. 

Senator Humpnrey. The position of this subcommittee as to con- 
tract authority was most precisely and properly stated by the Comp- 
troller General in response to a question earlier in this hearing. (See 
Mr. Campbell’s response to a question on this matter by Senator 
Kennedy on p. 30.) ; 

Mr. McNetz. I don’t believe, sir, the Comptroller General covered 
the point of the unobligated contract authority at the end of the fiscal 
year. He covered the point that, if it had been obligated, it would 
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stand ; if unobligated, it wouldn’t stand, and that is one of the points 
I am trying to make, sir, that if we do a smart job of buying, we 

shouldn’t rush to go out and do a lot of June buying just. to place 

the obligations. 

‘ Senator Humpnrey. That.is exactly what we are trying to get away 
rom. 

Mr. McNein. That is what we are trying to avoid, too, sir. 

Senator Humpurey. I wish to repeat that the authority to clarify 
all of this, is given the President right in the bill. 

Mr. McNem. Your statement would ease our main doubt, sir. 

Senator Humpurey. How do you understand my statement ? 

Mr. McNen.. I understand from your statement that this bill does 
not mean that the contract. authority, unused contract authority on 
June 30 would lapse if it had been provided for the whole cost. of 
the program. 

Senator Humpurey. However, it does mean that the expenditures 
for the payment of that contract authority will be made each year 
after careful examination of the progress under the contract and the 
further need of continuing with the contract. 

Mr. McNet. That is correct, sir. That is my understanding. 

Senator Humpurey. Senator Kennedy ? 

Senator Kennepy. I am not sure, but I think we ought to wait— 
at. least my suggestion would be to wait until we have heard from 
Mr. Brundage on this question of unobligated contract. authority. I 
would think we would hesitate about becoming committed to that. po- 
sition until we have heard from the Bureau of the Budget. I am glad 
Mr. McNeil brought it up because we can get an authoritative state- 
ment: from him. 

Senator Humpurey. Very good. 

Senator Kennepy. When you started out, you said this bill was 
deficient and does not provide for mechanics, et cetera. I under- 
stand that the President, who is the Commander in Chief and the 
head of your Department, as he is the rest of the Government, asked 
for this authority, and we are giving him what he asked for. There- 
fore, it seems to me eminently proper that you would support this 
legislation because it is what the President asked for, what the Bureau 
of the Budget has endorsed, and what the Secretary of the Treasury 
asked for. We are not providing any power that the President did 
not request us to give. 

Mr. McNet. As to the word “deficient,” I would rather change that 
word or define it to mean that the bill wasn’t clear as to the intent, 
particularly on the point I was raising on the continuing availability 
of contract authority, the no-year type of contract author ity. 

Senator Kennepy. As I understand, there is no question of continu- 
ing the contract authority no-year which has been obligated. The 
question merely is on these unobligated contract authorizations at the 
end of the year, and I think that is very worthwhile to have that ques- 
tion brought up. 

Mr. McNen. It is a ver y important question, Senator. 

Senator Kennepy. I have my own opinion about it and I would like 
to hear Mr. Brundage. 

Mr. McNett. We have very carefully set those amounts aside as 
necessary to complete the approved program and we submit clear 
statements of such amounts in support of our appropriation requests 
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before the House and Senate. We also submit them to the Bureau of 
the Budget. We operate under a plan with these amounts set aside. As 
a matter of fact, those set-asides for contracts in the future years are 
left unapportioned i in the Bureau of the Budget, just to be sure they 
are locked up. 

Senator Kennepy. The point I want to make is this subcommittee is 
really giving the President the authority he requested. I assumed 
therefore, that you and all other members of the executive branch 
would support this legislation requested by the President and the en- 
actment of which we have been told is in accord with his legislative 
program. 

Mr. McNett. It makes a big difference, sir, when you say you want 
something to drive—whether you order a carri: ige, or an automobile or 
a jet airplane. You have to know what. the machine is designed to 
do in order to know whether that method of propulsion or locomotion 
is the best. That is the big point. 

Senator Krennepy. Isn't it merely a question of the Department 
of Defense and the Bureau of the Budget working out the details? We 
are merely giving the authority. It seems to me it is not, up to us to 
arbitrate what appears to be a dispute between you and the Bureau 
of the Budget as to precisely how this authority should be exercised. 

Mr. McNett. I don’t think it is a dispute. It is a question more of 
the basic intent of this bill. More particularly how it is to be carried 
out. 

Senator Kennepy. Isn’t there a disagreement. between you and the 
Bureau of the Budget ? 

Mr. McNett. Sure. We have differences all the time and I think it is 
helpful because we are able to bring a lot of things out on the table 
for discussion and probably as a result get a better job done for Uncle 
Sam as a result. 

Senator Humpurey. Using your analogy on transportation, what 
we are really doing here, at the request of the President, is providing 
you witha transportation voucher. You can go in any kind of vehicle 
or form of tr anspor tation you want so long as you get to the objective 
sought by the Congress, which is that proposec appropriations should 
be determined on an annual accrued expenditures basis, where ap- 
propriate and practical. That is what the President of the United 
States has requested. That is what the Secretary of the Treasury has 
requested and that is what the Bureau of the Budget has requested. 

We are saying, in effect, that the Department of Defense and the 
Bureau of the Budget, under the authority of this bill, should get 
together under the umbrella of the President and work out the specific 
details of this proposal. If you want to go by jet or bus or train or 
plane or walk, so long as you end up with an annual accrued expendi- 
ture basis program, you will be fulfillmg the wishes of the Congress 
and the expressed will of the President. 

Mr. McNet. We thank you very much. 

Senator Humpnrey. As sponsor of this legislation, do you agree 
with that, Senator Kennedy ? 

Senator Kennepy. Yes, it is my understanding ; and I think Mr. 
Brundage will sustain the opinion that this bill, S. 434, is in accord- 
ance with the President's legislative program and meets the request 
contained in his budget message that the Congress give further con- 
sideration to legislation to place Government appropriations on an 
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accrued expenditure basis. It has been stated by the Bureau of the 
Budget that this bill is satisfactory to them. As to further details— 
the mechanics, as the chairman says, such as working out the time and 
so on—these should be settled by the Bureau of the Budget and the 
Department of Defense; but I do agree it is worthwhile to pinpoint 
the question of unused contract authority and I think Mr. Brundage 
ought to discuss that in his statement so we can give you some opinion 
on it. 

Mr. McNet. The legislative history means a great deal in carry- 
ing out the objective of such legislation. 
Senator Humrurey. Thank you very much, Mr. McNeil. 
Mr. Brundage, Director, Bureau of the Budget. 


STATEMENT OF PERCIVAL F. BRUNDAGE, DIRECTOR, BUREAU OF 
THE BUDGET 





Senator Humpurey. Mr. Brundage, we have your statement, 
which will be incorporated in the record at the conclusion of your 
testimony. I believe, sir, that you testified on this very same pro- 
posal before the subcommittee about a year ago; is that right? 

Mr. Brounpace. I did. 

Senator Humpnrey. Therefore, would it be agreeable with you to 
summarize your general observations and come Tivectly to the major 
points which we have been discussing here today / 

i Mr. Brunpace. I will be very glad to. 

ti Senator Humpurey. We would appreciate your comments on these 
t uestions of interpretation of the implementation of the objectives of 
i the bill. 

Mr. Brunpace. Mr. Chairman and members of the subcommittee, 
we do feel that this bill sets forth the recommendation of the Hoover 
Commission. It is in accord with the policy expressed by the Presi- 
dent in a message last year, and also in the budget message this year. 

With respect to this particular point, as I understand it, the Hoover 
Commission left that open for a decision by the President. In 
other words, as you expressed it—I thought very well—contract au- 
thority could be restated every year. I do feel that in the interest 
of reducing this large unobligated dollar carryover, which from an 
: operating department point of view is very advantageous—but from 
) a budget control and congressional point of view I think is disad- 
vantageous—I would like to see a reconsideration of unused contract 
| authority each year. I think we can work out the details with the 

Department of Defense and the other departments. It seems to me it 
would be very advantageous from the point of view of clarity from 
the consideration of Congress, to have your appropriations on an ex- 
penditure basis. I think the discussions in the House these last few 
weeks make it clear that they think they are going to benefit our 
actual budget surplus by cutting some of this new obligational au- 
thority in 1958, but it won’t. It won’t in large part be realized until 
later years. 

I think it would be very advantageous to have the contract authori- 
zation likewise reconsidered each year, just as we do all of the pro- 
grams. Youtake this aircraft carrier. Assume it will cost a hundred 

million dollars, and you get a hundred million contract authority. 
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Now, if you decide that you want to place that contract with a single 
contractor, or you want to break it down and sign all your contracts 
during the first year, you will have obligated your full 100 million 
authorization. 

If you decide, as Secretary McNeil said, to wait to order your 
powerplants until you get the hull completed, then I think at the end 
of that year it would be a good idea to look at it and see whether you 
need it, in view of the changes in construction that may have been 
made in the hull—as to whether you need more or less for that power- 
plant. I can’t see any objection from an operating point of view, 
because I think we would consider their position just as we do in all 
of their requests. I don’t know whether that clarifies it or not. 

Senator Humpnrey. As I understand your statement, Mr. Brun- 
dage, contract authority which is obligated for a continuing contract 
would not terminate but would be subject to review each year; is that 
right ¢ 

Mr. Brunpace. Well, insofar as they have entered into contracts 
during the year, those would not terminate. It is any open, uncon- 
tracted amounts, that would be reexamined. 

Senator Humpurey. The unobligated amounts? 

Mr. Brunpaee. Yes; that is right. 

Senator Humpnkey. Senator Kennedy, does that meet your ques- 
tion ? 

Senator Kennepy. Yes. 

Senator Humpurey. I would like to nail this down. We have been 
discussing this quite a lot, and I think we will have to sort of refine it 
as we go along. A hearing is something like a gristmill here, you 
know, which finally produces the facts. 

Senator Kennepy. The contract authorization for a hundred mil- 
lion dollars on a long-lead-time item taking 3 or 4 years—your point 
is that in that first year, if that contract has not been obligated 
within 12 months—— 

Mr. Brunpace. They have authority to make a contract. Now, if 
they have actually made that contract with General Electric or Beth- 
lehem Steel—whatever company it is—then you don’t need any more 
contract authorization. What will come up each year will be the 
amount to be appropriated on an expenditure basis for payment, and 
if the contract. is going to cost more, if they make changes or some- 
thing—if it is gomg to cost more, then they have to go in for more 
contract authorization at the same time that they go in for the annual 
appropriation on an expenditure basis. Now, if they decide that they 
are not going to contract for that whole carrier in the first year, but 
only, we will say, for the hull which might cost $25 million, well, then 
the rest of that $100 million or the $75 million, I think, should be 
looked at again. That is a credit in the bank, and we want to look 
at it again. 

Senator Humpurey. But it doesn’t mean that the contract is ter- 
minating or lapsing. 

Mr. Bronpace. That is right. 

Senator Humpurey. What it means is that the unused or unobli- 
gated balance is subject to the most careful review for the next fiscal 
year ; is that right? 

Mr. Brunpace. That is correct. 
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Senator Kennepy. I think there is a distinction here which should 
be made. My understanding was that unobligated contract authori- 
zations would lapse and obligated contracts would be subject to a 
review, which would be natural in considering the expenditures for 
the coming year. The unobligated authority would lapse. Isn’t that 
your position ? 

Mr. Brunpace. As I understand it, that was left open—you might 
check with Mr. Stewart of the Hoover Commission—for decision by 
the President. And I believe that this memorandum which was given 
to the Secretary of Defense at his request, as to what our offhand 
idea would be about how this would work out, was not an official docu- 
ment. It was merely an interpretation, as I understand it. We felt 
that we should relook at the unused contract authorization as well as 
the obligated authority. Now, whether that would take the point of 
canceling and asking for it all over again—I think that Secretary 
MeNeil has a point there. He figures that he needs a hundred million 
dollars for the carrier, and if he doesn’t actually sign contracts for 
more than $25 million, that he shouldn’t have to go in de novo and ask 
for another new contract authorization for $75 million. We ought 
to have a relook at it, but if we think it is all right it could be restated, 
as the chairman expressed it. 

Senator Humpnurey. This legislation does not go into the details 
of this at all. 

Mr. Brunpace. No. 

Senator Humenurey. What we are discussing here is how the legisla- 
tion will be implemented if adopted. You, sir, as Director of the Bu- 
reau of the Budget, would sit down with the representatives of the De- 


partment of Defense, for example, and, working under the Presi- 
dent’s direction, iron the details out. 

Mr. Bronpace. That is it exactly. 

Senator Humenrey. This is a matter of practicality. We have been 
criticized so many times in Congress for patting our executive agen- 


cies in straitjackets which interfere with the effectiveness of their 
programs. Weare not putting any executive agency in any straitjacket 
with this bill, except insofar as general policy is concerned. The 
President has asked the Congress to declare a policy to the effect that 
estimates for proposed appropriations will be determined on an an- 
nual accrued expenditure basis. If the Congress so states that policy 
by enacting this legislation, the question is, How shall that policy be 
implemented by the executive branch? That, in my opinion, is up to 
you. 

Mr. Brounpace. I don’t think we are going to have any trouble. 

Senator Humrnrey. It seems to me we are getting away from the 
sega by trying to pinpoint details of implementation in legis- 

ation. 

Mr. Brunpace. I thought you wanted my views of it. 

Senator Humpnrer. Yes, I do. But, I just want the record clear 
we are not pinpointing details here. We are just discussing in broad 
terms what would likely happen under the confines of this Tegislation 
when it is implemented later. 

Senator Kennepy. Mr. Chairman, my own opinion would be that 
in general, unused contract authority should lapse at the end of a 
year—or at least be subject to revalidation. I recognize that some 
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agencies, like Defense, might have a problem if such authority auto- 
matically lapsed, but I do think it is essential that outstanding con- 
tract authority, both obligated and unobligated, should be reviewed 
periodically. 

Mr. Brunpace. It should as a general rule. 

Senator Kennepy. I don’t think we should write the details into a 
report. because after you work with this matter some months or some 
years you may decide there are exceptions to that policy. However, 
I believe that to the maximum extent possible, unobligated contract 
authority should lapse. 

Mr. Brunpace. It should ordinarily lapse. 

Senator Humpnrey. I would like to concur in that as an additional 
expression here. Senator Kennedy knows this bill in and out and 
he held the hearings on it last year, and I know he has devoted much 
study to it. 

Are there any other observations? 

Mr. Brunpace. Well, this isn’t something that we are going to 
put into effect overnight. As I stated in my remarks here, we think 
that it couldn’t be actually made operative until we get each depart- 
ment in turn on a proper accrued expenditure accounting basis, and 
we would do it gradually with the cooperation of the departments, 
and, as you say, I think we can work it out very satisfactorily. 

Senator Humpurey. Mr. Brundage, do you consider the memo- 
randum on implementation which was prepared by your office, merely 
an advisory interpretation, or do you consider it a directive and 
binding ? 

Mr. Brunpace. Not at all binding. As a matter of fact, I hadn’t 
seen it. 

Senator Humpurey. It is a staff level memorandum, is that right? 

Mr. Brunpace. It is a staff level memorandum, yes. 

Senator Humenrey. And it is subject to obvious renegotiation and 
reinterpretation; is that right? 

Mr. Brunpace. That is correct. 

Senator Humpnrey. It is very helpful to have such information 
available, but we should not interpret that memorandum as being 
a binding part of the legislative history of this bill. 

Mr. Brunpace. No, indeed. 

Senator Humpnrey. Senator Kennedy. 

Senator Kennepy. No questions. 

Senator Humpurey. Well, Mr. Brundage, if you have no further 
comments I will ask another question or so. 

In your opinion would the stating of appropriations on an annual 
accrued expenditure basis aid in the balancing of the Federal budget? 

Mr. Brunpace. I believe it would. 

‘Senator Humpnrey. Is it your experience that better control could 
be exercised over the cost of long lead-time programs by making 


funds available on an annuel expenditure basis rather than the 
so-called obligation basis ? 


Mr. Brunpace. I do think so. 

Senator Humpnrey. It is recognized that if Congress converts an 
appropriation to an annual expenditure basis contract authority would 
have to be given for the forward planning of long lead-time programs. 
Would there not be just as great security to private contractors so 
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long as contract authorization is granted as if the entire appropriation 
were made at the start of the project ? 

Mr. Brunpaae. I believe so. 

Senator Humpurey. You believe, then, that the granting of con- 
tract authority is as much an obligation upon the Government to 
fulfill its responsibility to the contractor as if the total appropriation 
were granted / 

Mr. Brunpace. I believe that the contractor has all the security 
that he needs. I think it does give us a little more flexibility on ad- 
justments, and, of course, in all the big contracts there is continual 
adjustment being made every day, and I think it gives us a little 
better control, but I think the contractor is amply protected. 

Senator Humpurey. Some authorities have likened contract au- 
thority to installment buying. They raise the issue that granting 
appropriations in installments might further diffuse congressional con- 
trol over expenditures by the executive branch. Do you see any such 
danger under the provisions of the present bill ? 

Mr. Brunpage. I don’t think so; no. Quite the contrary, I be- 
lieve your own legislative contracts at the present time for the House 
Office Building, Capitol powerplant, extension of the Capito] Build- 
ing, and an additional Senate Office Building are made under con- 
tract authority. 

Senator Humpurey. Now, a final question. Is it the view of your 
office, speaking on behalf of the administration, that you support this 
legislation ¢ 

Mr. Brounpace. I do. 

Senator Humpurey. And on behalf of the President you support 
this bill ? 

Mr. Brunpace. Yes. 

Senator Humpurey. Thank you very much, Mr. Brundage. We 
are very appreciative of your testimony. Your statement will be 
incorporated in the record at this point. 

( Mr. Brundage’s prepared statement follows :) 

Mr. Chairman and members of the committee, I appreciate the opportunity 
to present to this committee the views of the Bureau of the Budget on 8. 434, a 
bill “To provide for improved methods of stating budget estimates and estimates 
for deficiency and supplemental appropriations.” These views are equally 
applicable to S. 316, a bill “To provide for stating appropriations on an accrued 
expenditure basis,” which is substantially the same as §S. 434 except that it 
does not contain the statement of congressional policy. 

S. 484 would further implement the budget and accounting recommendations 
of the second Hoover Commission. Public Laws 798 and 863, which were 
reported from your committee and enacted in the last Congress, carried out other 
budget and accounting recommendations of the second (Hoover) Commission 
on Organization of the Executive Branch of the Government. As the President 
indicated in his public statement on this subject last April, the executive branch 
will cooperate with the Congress to the fullest extent, so that effective progress 
can be made toward our mutual goal of installing improved financial management 
practices throughout the Government. In his budget message last January the 
President stated, “It is also recommended that Congress give further considera- 
tion to legislation which would place Government appropriations on an accrued 


expenditure basis.” 
S. 434 expresses the sense of the Congress that budget presentations be im- 
proved, and establishes the congressional policy that estimates for proposed 
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appropriations be determined on an annual accrued expenditure basis. This 
is a desirable statement that serves to clarify the needs and wishes of the 
Congress with respect to budget submissions. 

This bill would implement the recommendation of the second Hoover Commis- 
sion for stating appropriations in terms of annual accrued expenditures. It 
provides that proposed appropriations be determined on an annual accrued 
expenditure basis to the maximum extent deemed desirable and practicable by 
the President. We believe that the flexibility given to the President is de- 
sirable. It will enable an evaluation to be made for each appropriation to 
determine the practicability of presenting the estimates on an annual accrued 
expenditure basis and the benefits that would be derived from this change in 
procedure. 

The bill defines what budget estimates for proposed appropriations on an 
annual accrued expenditure basis should embrace. It provides that the esti- 
mates should include the money requirements for goods and services to be 
received in the budget year. The language used also recognizes, as a practical 
matter, that the estimates shall also include the money requirements represent- 
ing payments which have to be made in the budget year, such as advances, grants 
and tort claims. Certain types of appropriations to which the accrued expendi- 
ture basis of stating estimates is not applicable would be excluded. 

Budget estimates on the annual accrued expenditure basis would include the 
funds required to cover the value of the goods and services to be received in a 
fiscal year whether or not payments for such goods and services are actually 
made in the same fiscal year. At the end of each year there would usually be 
some unpaid bills or accounts payable which would be paid, in the subsequent 
year, out of the balance brought forward from the appropriation for the year 
in which the goods were received. 

In addition to estimates for proposed appropriations on the accrued expendi- 
ture basis as contemplated by S. 434, it would be necessary to present estimates 
for contract authority to incur obligations in advance of appropriations so that 
contracts may be awarded or orders issued as necessary in the budget year to 
insure delivery of goods and services as needed in subsequent years. This is 
not specified in the bill since authority to inelude in budget requests proposed 
authorizations to create obligations in advance of appropriations is contained 
in section 2 of the Budget and Accounting Act, 1921, as amended. In connection 
with authorization to create obligations in advance of appropriations, a question 
has been raised as to whether the inclusion of contract authority in an appro- 
priation bill might be considered contrary to the rules of the Senate. To clarify 
this point an amendment to S. 434 has been introduced by Senator Kennedy which 
would make it in order to grant contract authority in an appropriation act. 

Legislation such as is proposed in this bill would give effect to another Hoover 
Commission recommendation that agencies maintain a single account under 
each appropriation. As of the end of each fiscal year, the balance of the accounts 
payable in each appropriation made on an annual accrued expenditure basis 
would be transferred to, and merged with, the next year’s appropriation. The 
remaining balance would lapse unless otherwise provided in an appropriation 
act or other law. 

As contrasted with present procedures, we can see many advantages in the 
practices contemplated by S. 434. I would like to emphasize that a major advan- 
tage of this proposal is the improved program control that is made available to 
the Congress and the executive branch. Under Public Law 863, agency cost 
based bueget presentations will provide additional and more informative data 
for the purposes of the budget analysis and review. That law will also bring 
about improved planning practices and the development of more effective man- 
agement controls in the agencies. As long as appropriations are continued on 
the obligation basis, however, positive top level control of appropriated funds 
so far as materiel is concerned, is in effect limited to control of the procurement 
plans of the agency. The use of annual accrued expenditure appropriations 
would place Congress and the executive branch in an improved position for 
establishing effective monetary controls on the scope of a program during a 
given fiscal year. 

We also believe that appropriation requests on the acerued expenditure basis 
would provide a more direct relation to budget balance. Under this method 
the relationship between appropriations and checks issued—the basis for cal- 
culating the surplus or deficit—would be much closer than is the relationship 
under existing practice. In making appropriation determinations that involve 
consideration of the adequacy of agency plans for receipt and application of 
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goods and services, the Congress would play a more positive role in the Govern- 
ment’s financial planning. Arriving at the level of appropriations on this basis, 
it would be in position to give more consideration to the effect of agency pro- 
posals on the annual surplus or deficit result for the Government as a whole. 

At this point I would like to contrast present practices with my understanding 
of the procedures envisioned by S. 434. At the present time estimates fur appro- 
priations are presented and appropriations of funds are made to cover the goods 
and services to be ordered in the budget year regardless of whether such goods 
and services are to be received or paid for in the budget year or in subsequent 
years. At the time goods or services are ordered an amount is obligated or 
reserved in the appropriation account to pay the vendor when such goods or 
services are received. In long-lead-time procurement program several years 
may elapse between the time of the order and the time the goods are delivered. 

This practice would be changed in this way by S. 434. Budget estimates would 
be set forth in such a way as to segregate (a) the appropriation of funds needed 
in the budget year to cover the goods and services to be received in that year 
and (b) where needed, the authority to enter into contracts and orders for 
goods and services to be delivered in future years. The request for appropriation 
of funds in a given year, therefore, would cover the goods and services to be 
received in that year regardless of whether they were ordered in a prior year 
under contract authority or in the current year under the appropriation of funds 
authority. 

The need for contract authority in individual agencies would vary according 
to the type of program conducted and the operating needs of the agency. A 
request for contract authority will obviously be required in long-lead-time 
programs. Such a request may be made in addition to an accrued expenditure 
appropriation request for other types of programs, depending on a demonstration 
of the need for advance purchasing in the light of the agency’s own operations. 

To illustrate this point, contract authority would certainly be a part of a 
budget request for procurement of aircraft. This might represent a 5-year 
program in which some of the contracts must be awarded in the budget year 
to permit assembly and completion at various points in the 5-year period. On 
the other hand, an administrative agency may need some electronic equipment 
for program use which might require 2 years for delivery and installation. Or 
it might conduct a program that normally requires placement of an order in one 
budget year to insure delivery early in the suceeding budget year. Both of the 
latter would also need advance obligating authority. While the aircraft pro- 
curement program is readily recognized as a lead-time program, the administra- 
tive agency examples illustrate the same important need for advance authority 
to cover specific items in the program. 

The Hoover Commission in its report indicated that the Congress should restate 
the contract authority annually as needed. I interpret this to mean that unused 
contract authority at the end of each year would lapse and that requests for 
new authority would be made as needed each year on the basis of program 
requirements. I have indicated previously how the balance of appropriations 
of eae as of the end of each year would be disposed of under the provisions 
of 8. 434. 

Under the proposed procedure, annual estimates of proposed appropriations 
and contract authority would be based on a presentation to the appropriations 
committees of the agency’s financial plan for conduct of a program. For example, 
the long-range aircraft procurement program I previously mentioned might in- 
volve a total of $15 billion, spread evenly over a 5-year period. In the initial 
budget submission the accrued expenditure appropriation request would be for 
$3 billion together with a contract authority request for $3 billion needed for 
forward contracting in the budget year. This would be requested as part of a 
plan showing the total $15 billion cost and the contract authority and accrued 
expenditure requirements in each of the subsequent years of the program. The 
budget submission for the second year of such a program might reflect a revised 
estimate of performance in the current year, showing deliveries of $2% billion 
and contracts awarded in the amount of $3 billion. If the request for the second 
year follows the original plan of a $3 billion accrued expenditure appropriation 
and a similar amount of contract authority, it might be appropriate tu eut back 
the accrued expenditure request on the basis of the revised estimate of current 
year performance. Thus, with this type of presentation each year, the executive 
branch and the appropriations committees would be able to make a more effective 
determination of the financing needs for the program. 

This systematic annual presentation of the agency financial plan of operation, 
showing past performance and forward planning, is one of the benefits to be 
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gained by use of the proposed appropriation procedure. Information of this 
kind may be available under present practices, but the significant point is that 
such data are not required by law to be brought automatically to the attention 
of the Congress each year nor is further congressional action required with 
respect to carryover balances of continuing appropriations. 

In the aircraft procurement program illustration, the initial contract author- 
ity request for the program covers only the obligations necessary to be incurred 
in the budget year. Depending on which course of action is most appropriate 
for the program involved, the initial contract authority request could cover the 
total cost of the program. In either case, however, the unused contract author- 
ity would lapse at the end of each year. 

We are fully cognizant of the fact that a change such as that contemplated 
by 8S. 434 will present problems. We have heard many procedural questions 
raised. For example, it has been stated that an annual review of the Govern- 
ment’s total program would result in an increased workload for both the Con- 
gress and the executive branch. We grant that additional work may be in- 
volved. However, we feel that the benefits to be derived in the way of better 
control over Federal spending will be well worth this additional effort. 

Another question has been raised regarding the effect of this proposal on 
agency-contractor relations in long-lead-time programs. Since the annual basis 
of requests for appropriations and contract authorizations under this bill would 
not provide for one-time appropriation of the total cost of a program extending 
over several years, it has been stated that contractors would hesitate to bid 
on Government contracts; that prices quoted by the contractors might be 
higher; or that the contractor’s credit would be questionable on Government 
jobs subject to future appropriation action. We have already had experience in 
this respect under contract authority which has been used in the past. Appro- 
priations for some of our long-lead-time programs did not provide funds for 
total costs of a given contract, but no unusual difficulties were encountered in 
arriving at mutually satisfactory contractual arrangements in carrying out 
these programs. In this connection, it might be noted that the representatives 
of private industry on the Hoover Commission task force that made this recom- 
mendation gave no indication that this appropriation procedure would create 
problems for the contractor beyond those that may already exist under current 
practice. 

The question of delays in delivery schedules has been raised. If goods are 
expected to be delivered in the budget year but not actually delivered until the 
subsequent year, from what appropriation would payment for such goods be 
made? The payment would have to be made from the appropriation for the 
year in which the goods were received. It is conceivable in some cases that 
this situation might result in requesting a supplemental appropriation since the 
delay in the delivery was not contemplated when the budget estimates for that 
year were prepared. This may involve the handling of more supplemental ap- 
propriations but only experience can determine the extent of the increase. 

The converse of this previous question is also a possibility. Goods scheduled 
for delivery in a subsequent year may actually be delivered in the current year. 
In such cases, if funds are not available in the current appropriation, it would be 
necessary to reschedule other deliveries to keep accruals within the sum appro- 
priated, or else to get authority in a supplemental appropriation act to transfer 
a portion of the following year’s appropriation to cover the excess of deliveries 
in the current year. In any event, an agency would have to keep accruals within 
the sums set in appropriation acts year by year; any excess would be a violation 
of the Antideficiency Act, and would require congressional approval in the form 
of an adjustment in the sum appropriated for the year in question. 

Another question has been raised as to whether the accounting under the pro- 
cedures contemplated by this bill would require the maintenance of two separate 
sets of accounts. As we see it, two sets of accounts should not be required. 
Instead, there should be one integrated accounting system. In this connection it 
should be recognized that Public Law 863 provides for the development of accrual 
accounting systems that produce related control information on obligations, 
accrued expenditures, costs, and disbursements; and permit the use of cost-based 
budgets. In the final analysis, therefore, the accounting required by this pro- 
cedure is already provided for in Public Law 863. Agencies are currently moving 
toward development of such accounting systems. 

In considering these questions it should be recognized that in any major change 
such as this there are always problems to be resolved. However, if the conversion 
is undertaken on a gradual basis as the bill permits, we believe that the problems 
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can be resolved satisfactorily. In the conversion we would hope to work closely 
with the appropriations committee of the Congress with regard to the more precise 
form of estimates for proposed appropriations of funds and contract authority. 

We urge that the Congress give favorable consideration to the enactment of 
S. 434, together with the amendment introduced by Senator Kennedy. 


Senator Humpurey. Mr. Stewart, Chairman, Hoover Commission 
Task Force on Budget and Accounting. 

Mr. Stewart, would you like to submit your statement for the record 
and summarize it? The Senate will convene in a very few minutes. 

Mr. Stewart. I would be very happy to, Mr. Chairman. 

(The statement reads as follows :) 


STATEMENT OF J. HAROLD STEWART, CHAIRMAN, HOOVER COM- 
MISSION TASK FORCE ON BUDGET AND ACCOUNTING 


Mr. Chairman and members of the subcommittee, I appreciate the privilege 
of appearing again before your committee to endorse the enactment of the legis- 
lation contained in 8. 316 and S. 434, designed to place the budget of the Federal 
Government on the basis of annual accrued expenditures. 

In appearing before you I find myself in the company of a most impressive 
group of endorsers of the objectives of this legislation. These endorsers include 
the President, former President Hoover, the Comptroller General, the Director 
of the Budget, the Secretary of the Treasury, and the Secretary of Defense. The 
American Institute of Accountants, the national organization of certified public 
accountants, has likewise endorsed the principles of the legislation. The Presi- 
dent in his budget message said: “It is also recommended that the Congress give 
further consideration to legislation which would place Government appropria- 
tions on an accrued expenditure basis.” 

The proposal would replace the present basis of appropriations which is in 
terms of obligational authority for multiple years. The object of the change is 
to strengthen control of the purse by the Congress. Effective control requires 
control of governmental expenditures. Under the proposed legislation the 
various Government agencies would be required to obtain appropriations in the 
form of annual accrued expenditure authority. The present controls which rest 
upon the authority to obligate the Government have become antiquated and are 
completely inadequate to deal with the greatly expanded and farflung opera- 
tions of our Government. The present system which was adequate when the 
Government was spending $1 billion annually is not adequate to deal with a 
budget of over $70 billion. Under the present system the rabbit goes in the hat 
when at the beginning of a program obligational authority together with all 
the related funds are obtained under an appropriation act. Thereafter it is 
generally lost sight of. 

The program proposed by the legislation under consideration can be sum- 
marized as follows: 

(1) The several agencies of the Federal Government would present budget 
requests for grants of authority (appropriations) to make expenditures 
covering the costs of goods and services which it is estimated will be 
acquired in the fiscal year under consideration and such other authorized 
payments as may be required. 

(2) These requests would be reviewed by the Bureau of the Budget in 
advance of submission to the Congress as they now are. 

(3) The requests for expenditure authority would be accompanied by 
justifications in the form of estimates which would indicate the total cost 
of each program or project, the amount expended in previous years, the 
amount of expenditure authority requested for the year under review, and 
the amount of contract authority still required to cover items beyond the 
eurrent year. They would be further supplemented by information as to 
performance. 

In this way the Congress would have a continuing look at the progress and 
present state of long-lead-time programs which cover periods of more than 1 
year. Largely as a result of these long-term programs, there will be an esti- 
mated carryover of approximately $46 billion of unused appropriations at the 
outset of the fiscal year 1958. Under the proposed system the searchlight would 
play upon this large carryover, its composition would be ascertainable, and 
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the component programs could be reviewed in the light of current circumstances 
to the end that congressional action could be taken for their revision or cancella- 
tion where necessary. 

Under the present system the Congress, concerned primarily with obligational 
authority, cannot control the rate of expenditures. The proposed change would 
permit such control. 

It would be surprising if there were no opposition to the suggested change. 
Certain Members of the Congress do not favor the proposed change, fearing 
that the use of contracting authority will be abused. In the past when con- 
tract authority was granted concurrently with obligational authority under an 
appropriation act, contract authoriy was granted on the basis of less exacting 
requirements than pertained to obligational authority. This resulted in the 
misuse of contract authority. However, under the proposed system, appropria- 
tions in terms of expenditure authority are paramount and contract authority 
is a companion which would be subjected to the same tests and scrutiny as 
would obligational authority under the present system. There is no contempla- 
tion that the control of the right of agencies to enter into contracts, which 
right they have under the present obligational system, would be in any measure 
relaxed. In fact it would be tightened as a result of more informative presenta- 
tion of the present status of long-lead-time programs and the necessity of obtain- 
ing authority to make expenditures under contracts entered into. The greatest 
impact of this change would be felt in the areas of defense and foreign aid 
which by their nature involve the carrying out of long-term programs. 

I, personally, am persuaded that given means of controlling both expenditures 
and the use of contract authority the Appropriations Committees of the Con- 
gress can function much more effectively than under the present system. In ad- 
dition to improved congressional control the proposed method would provide 
the agencies with more effective means of management control from their stand- 
point. It is through more effective management control made possible by more 
adequate information that savings can be effected and the greatest use made 
of the tax dollar. 

In the last session of the Congress legislation was enacted to implement the 
development of cost-based budgeting and accrual accounting. I understand that 
already there are evidences of the usefulness of that legislation. It was a 
necessary preliminary step to the adoption of an accrued expenditure basis of 
budgeting. 

The provisions of the proposed legislation place with the President the re- 
sponsibility for making the transition which must take place on an evolutionary 
basis. Last year you by your legislation supplied some of the tools required to 
effect the improvement. I urge you strongly to enact the proposed legislation and 
finish the job so well started. 


Mr. Stewart. Mr. Chairman, I am very glad to have the oppor- 
tunity to come before this subcommittee again and come before it 
at a time when there appears, apparently, to be some confusion in 
the minds of people as to what the Hoover Commission really 
intended. 

Mr. Brundage stated very well the position taken by the Hoover 
Commission task force and the Commission itself and that was—I am 
speaking now to the matter of contract authority—that the matter 
was left flexible because if it wasn’t left flexible we would possibly 
provide a straitjacket which would become unworkable. We have 
a great deal of sympathy with the people in the agencies, particularly 
the Department of Defense, the Bureau of the Budget and the Treas- 
ury Department. We believe they must be left completely free to 
effect this transition by whatever means seems to them to be the most 
practicable. 

Now as I have listened to the opposition to this bill, it seems to be 
negligible. In other words, I am here in the company of a cloud of 
witnesses including the President, the Director of the Bureau of the 
Budget, former President Hoover, the Comptroller General, the Sec- 
retary of the Treasury, and the Secretary of Defense who are on 
record as approving the objectives of this legislation. So I think 
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perhaps I can most usefully direct the next few minutes to talk to the 
opposition. 

I was very much interested to learn this morning from Mr, McNeil’s 
testimony before the House Committee, that he is concerned pri- 
marily with the implementation of this legislation. His position is 
like the man who goes to his doctor and agrees that the doctor knows 
what he is doing. The doctor tells him what is wrong with him and 
he puts himself in his hands to do what he can to remedy his condition, 
but he is fearful as to precisely what medicine and at what time and 
what place the doctor will administer. 

It seems to me we can have complete confidence in the President, 
the Director of the Budget, the Department of Defense and the other 
agencies of the Government once the Congress has spoken to carry out 
its will. You passed some related legislation last year. At that time 
there was some questioning as to whether or not it was necessary. 
Inquiry recently brings out the conclusion, and I think the Depart- 
ment of Defense concurs in this, that it was useful legislation. It was 
useful because the Congress spoke. This will be particularly useful 
for the same reason. 

There is only one other matter I would like to speak to you about 
and that is for the purpose of clearing up the record. Last year in 
the closing minutes of your hearing ee was an indication by the 
Department of Defense representative that the Hoover Commission 
Task Force would know more about this problem had they spent more 
time in the Department of Defense. 

I would like to make it abundantly clear that the task-force report 
was not a curbstone opinion. It was the result of a careful study; 
it was an informed opinion and we came to the conclusion that we 
did after careful study of the whole picture, with particular reference 
to the Department of Defense. 

When we started our study, there was appointed in the Department 
of Defense the so-called Cooper Committee, headed by Mr. Charles Fs 
Cooper, of New York. This Committee was appointed by Secretary 
Wilson to make a study similar to the one which, under the mandate 
of the Congress, the Hoover Commission was about to make. 

At the outset, there was some eyebrow lifting and some questioning 
as to whether or not this was an attempt to provide asbestos and, 
possibly, to minimize the effort of the searchlight of the Hoover 
Commission playing upon the Department of Defense. I personally 
wasn’t concerned about it. Mr. Hoover wasn’t concerned about it 
either, because when we considered the caliber of the individuals who 
composed that Committee, we were completely sure we would get an 
objective opinion from them and we would have confidence in any 
eevee they might develop. 

The members of that Committee were the chairman, Charles P. 
Cooper; Albert Bradley, then executive vice president of General 
Motors: W. Harold Brenton; Prof. Paul M. Green, who was then 
dean, College of Commerce and Business Administration, University 
of Tlinois; Robert E. Gross, the president of Lockheed Aircraft Corp. ; 
Joseph B. Hall, president of the Kroger Co.; W. J. McNeil, Assistant 
Secretary of Defense (Comptroller) ; D. L. Millham; Frank H. Neely; 
E. M. Voorhees; Thomas P. Pike, then Assistant Secretary of De- 
fense (Supply and Logistics) ; and Robert L. Stearns. 
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We concluded that the most useful way for us to function was to 
wait until the Cooper Committee had finished its initial work and avail 
ourselves of their findings. They had a very substantial staff and 
there were those in the Department of Defense who criticized that 
Committee for spending too much time on its study. We did have 
discussions with the Cooper Committee and staff and I had the priv- 
ilege of talking at length with Mr. Cooper and Professor Green and 
other members of the committee. We had discussions in particular 
with Professor Green, who directed his attention particularly to the 
accounting and fiscal control aspects of the work. We had their 
working papers available to us. We didn’t accept their conclusions 
without checking them against the background of the hearings before 
the Congress, particularly the appropriation hearings and those on 
title IV Seeatiirants to the National Defense Act. We talked with 
people within the Defense Department and the other agencies, and 
examined particularly the impact of Defense Department operations 
in the Bureau of the Budget, the Treasury Department, and the 
General Accounting Office. 

We also had a well-informed staff director, a gentleman who was 
assigned to me, very kindly, by Mr. MeNeil. He had been a special 
assistant to Mr. McNeil. He spent a good deal of his life in the 
Defense Department. I, too, spent perhaps more of my life than I 
would have liked to in the Navy, not that I didn’t enjoy it, but it was 
so many years gone. So it seems to me it is rather late in the day to 
impute to this task force a once-over-lightly treatment of a serious 
matter. 

We had a real responsibility to the Congress. I would like the 
record to show that we discharged that responsibility at a substantial 
personal sacrifice as far as the other members of the task force were 
concerned. We didn’t stint in time, expense or anything else—and 
this was not Government expense, incidentally—to get the job done. 
So I would just like to make sure that the remarks last year and the 
remarks included in the record before the House Government Opera- 
tions Committee the other day cannot be misinterpreted. 

Senator Humenrey. We want to thank you for this reassurance 
which, I may say, was not exactly needed, but it is helpful for the 
record. I think all of us owe the task force a debt of gratitude for 
real sincere work in the interest of the country. 

Mr. Srewart. Thank you, Mr. Chairman. I have burdened you 
perhaps longer than I am entitled to already. 

Senator Humpnrey. Not at all. 

Mr. Stewart. I would like to say in conclusion that it seems to me 
the principal utility of this legislation is the fact that it will give the 
Congress a continuing look at these long-lead-time programs that 
will permit them to do something about them if it choses. In my 
opinion, it will result in a more orderly presentation of the budget, 
and the congressional committees can get a look at these programs in 
financial terms as well as in terms of accomplishments and take what- 
ever action may be necessary under the circumstances, 

I believe no one can measure precisely the economies which can 
result from that, any more than you can measure the economies public- 
wise which come from having a police force. We know they are there, 
but we cannot measure them. 
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Senator Humpnrey. If we were without one, it could get rather 
expensive. 

r. Stewart. Exactly. 

Senator Humpnrey. t have always felt that the Hoover Commis- 
sion recommendations on these administrative improvements are some- 
what difficult to measure in dollar-and-cent terms on each occasion, 
but we do know that the recommendations as implemented to date 
by the Congress and by the executive branch have made for better 
administration of Government programs. I have always felt that 
we got a little more out of the dollars we spend. We may not save 
dollars but we get more service out of the dollars, I believe. 

Mr. Stewart. That is it exactly. That is what our objective was. 
We were scrupulously careful in our task force report to give credit 
to these agencies which are wrestling with their monumental tasks. 
I have every sympathy with the Department of Defense. I know what 
their problems are, but I also believe that the Congress deserves some 
sympathy in its problem because the responsibility from the people’s 
standpoint is right on the congressional doorstep. 

Senator Humpnrry. I feel certain that the proposal before us will 
aid the Congress in really coming to grips with the tremendous budge- 
tary problem we have. It is almost impossible for a Member of Con- 
gress unless he has many years experience on the Appropriations Com- 
mittee to really comprehend all the details of the tremendous expendi- 
tures we are required to make every fiscal year. I think this is illus- 
trated by the fact that sometimes there is more discussion in the Senate 
over a $10,000 item, or a $100,000 item, than over a $10 million item. 

I think it is essential, therefore, that the Congress better equip itself 
so that it may evaluate every dollar that is being appropriated and 
every dollar that is being expended. 

Mr. Srewart. Exactly. 

Senator Humreurey. I know Senator Kennedy has emphasized this 
repeatedly in his consultations with Members of the Senate, with 
reference to enactment of this legislation we are considering today. 

Mr. Srewarr. We are all indebted to Senator Kennedy for his 
interest which started long ago in this matter. 

I might say there is one other objection which was raised—I have 
not heard it raised here, but I did in the House—and that is the fear 
that contract authority will be treated lightly and will not be dealt 
with in the same serious fashion that obligation authority would. I 
can’t understand the basis of that fear, because this bill does not pro- 
pose one bit of realization as far as the control of obligation authority 
bv the Congress goes. I am speaking now of the Mahon report, and I 
wish if it were possible you could incorporate in the record a portion 
of the hearings which led to that Mahon report, and the portion I refer 
to is the testimony of Secretary Humphrey in which he says the only 
a. he knows to run a business is to control the expenditures. 

Senator Humpnrey. We will consider that, by all means. 

Mr. Stewart. I thank you, sir. 

(Secretary Humphrey’s testimony before the Subcommittee of the 
Committee on Appropriations of the House of Representatives on 
the Administration Plan to Improve Congressional Control of the 
Budget, Wednesday, July 13, 1955, to which Mr. Stewart refers, 
follows :) 
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Mr. WIGGLEsworTH. Let me ask you this, Mr. Secretary: As I understand 
it, the recommendation which you make is exactly in accord with the practice 
followed in the business world, is that not the fact? 

Secretary HumpureEy. That is exactly it. What I am trying to do, gentlemen, 
for the whole thing here, is to get this in the same shape you would in running 
a business. 

Mr. WIGGLESWorRTH. In other words, if you were going to lay out your spend- 
ing program you went to your board of directors or your finance committee and 
said, “I need (a) so much money for expenditure in the next year and (b) I 
need authorization of some kind to conclude specified long-term commitments.” 
But, insofar as the dollars and cents made available were concerned, they were 
limited to expenditure and nothing else for the year ahead. Is that not the 
general practice in all business? 

Secretary HuMPHREY. It is the general practice in all the businesses I know 
about. I have found that, in being responsible for spending what in those days 
were large sums of money but which today looks like peanuts, compared to 
Government expenditures. I have found the only way I could keep track of them, 
where they came in from all parts of the country and different businesses and 
everything of that kind, was to get them in such shape first that I had an esti- 
mate of what the total job was going to be, but primarily that I had an estimate 
of what they were going to spend this year. What we authorized was what 
they were going to spend this year. We told them to go ahead with the job 
and get the estimate and revise the estimates currently, and keep revising the 
estimates ; but each year we approved it and allowed the expenditure for 1 year’s 
time. That is all they got to spend. 

Further than that, also, before we ever authorized the spending of any 
money we got all the figures from everybody, so that we could do what you 
have to do as an individual or what you would do in your own home or any 
other place. There is no place I know of where there are not more desirable 
places to spend money than there is an amount of money you have to spend. 
What you have to do in your home in your individual finances and every other 
place in every business I know of is to get all of the requests at some point, of 
all of the requests that are good, that everybody wants, and look them over, 
and then decide which are the best and which you will defer. You always 
have to defer some. You always have to except some, because the requests 
always exceed the money. Therefore, at some point you have to be in a position 
to exercise a judgment as to priorities of what you will take this year and 
what you will postpone or cut out. 

That is the failure that we have in the Government today, and we have to 
get that to the Congress. The Executive has that power and that right and 
that duty, but if the Executive does not carry it through or as fully as he 
should the Congress ought to have the right to have that same view to see 
what it is in the whole picture to see what they think, if there is not enough 
money to go around all the way, are the most essential things we require, and 
what are the things we can cut out. Those are the two objectives. 

Mr. WIGGLESWoRTH. Under the business system the board of directors con- 
trols the exact amount of expenditure in any given year? 

Secretary Humpuerey. That is right. 

Mr. WIGGLESWoRTH. Whereas under our present governmental system appro- 
priations are made to cover expenditures for 3 or 4 years, and the actual ex- 
penditure is left to the Executive. It seems to me to deprive the Congress of 
all practical control over expenditure as distinguished from appropriations in 
any given year. 

Secretary Humpurey. It deprives it of all control over expenditures over 
that period of time. 

Mr. WIGGLESWoRTH. Yes. 


Senator Humpurey. Just this question before you leave. Was it 
the intention of the task force that this legislation should be relatively 
broad, stating the objective of the Congress, and leaving the details of 
implementation to the appropriate agencies of the executive branch of 
the Government ? 

Mr. Srewart. It was. We considered that deliberately and were 
unanimous in our conclusion that that should be the course. 

Senator Humpnrey. Do you feel S. 434 meets the intention and the 
objectives of the task force? 
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Mr. Srewarr. In every way, sir. 

Senator Humpurey. We are most appreciative of your cooperation, 
Mr. Stewart, and your helpfulness this morning. 

Senator Kennepy. Mr. Stewart is a distinguished gentleman from 
Massachusetts and has had much accounting experience. Also, he was, 
as your know, chairman of the Hoover Commission Task Force on 
Budget and Accounting. 

Senator Humpnrey. It is an honor in itself to be a citizen of 
Massachusetts, and it is a singular honor, indeed, to be represented 
by the distinguished Senator from Massachusetts, Mr. Kennedy, but 
I may say what you have done for your country in terms of working on 
this report, Mr. Stewart, is an even greater honor. 

Mr. Srewart. Thank you very much. 

Senator Humrpurey. This will conclude the public hearings on this 
legislation. We will leave the record open for the consideration of 
any additional statements which may be submitted at a later date. 

; a at 12:10 o’clock, p. m., the subcommittee adjourned 
sine die. 

(No additional statements were received. ) 
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